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CHAR Ae ar 
INTRODUCTION 


Statement of the Researcn Question 


and Subsidiary Question 


The First lloover Commission in 1949 recommended use of the accrual 
metnod of accounting in maintaining Government accounts. The Hoover Report 
highlighted a major deficiency that some managers had begun to realize during 
the war and in the immediate years following. The traditional "cash" basis 
of accounting simply did not provide sufficient or reliable data to aid manage- 
ment. 

The 1950 Budget and Accounting Act, implementing the Hoover Commissions 
accounting recommendations, failed to specifically mention or require accrual 
accounting. Many experts; however, have interpreted the legislative language 
requiring “effective control of receipts, funds, expenditures, and other 
assets" as a mandate for accrual systems. <Any doubt was cleared up by the 
1956 Amendments to the 1950 Act. Accrual Accounting became a statutory re- 
quirement for all Federal agencies. 

Between 1964-1968, the House Committee on Government Operations held 
four hearings and issued two reports on the progress being inade by agencies in 
implementing accrual systems. The hearings revealed considerable foot dragging 
in complying with the carlier legislation. The interest shown by Congress 


Stirred action on the part of some of the agencies. 


Additional impetus was provided in 1967 by the President's Commission 
1 








on Budget Concept recormendation that the Federal Budget be unified and stated 
en an ‘accrucd cxpenditure" basis by Fiscal Year 1971. A prerequisite te con= 
Mebcing the budszet was the establishment of suprortine accriial accounting 

Sy stens. President Johnson versonally endorsed the Couwmissions recommendation 
Piemeemerdcvelenment of accrual systems. Subsequently, President Sixom oub- 
lished a persona! memorandum urging due haste in conversion of accounting 
Bystems. 

the facts show that in spite of the legislation, the recommendations of 
high level conmissions, the urging of a powerful ilouse committee, and the per- 
sonal interest of two President's that accrual accounting systems have as yet 
Meempeen satisfactorily developed in al! Federal agencies. Largely for this 
Mm ao0n, the accrued expenditure budget has been deferred, first until Fiscal 
mear 1972 and currently to 1975. 

Pamerouch the Gencral Accounting Office no loneer keeps Statistics onguine 
formal approval of systems in operations, data on approvals of accounting 
principles and systems design and publisned reports and articles make it obvicus 
that many agencies have encountered serious obstacles (c.g., accruals of con- 
Structive deliveries and Federal grants) in making the necessary system changes. 
There is also evidence that accrual accounting is still being resisted by both 
internal and external sources. Recently, the Defense Blue Ribbon Panel recon- 
mended against accrual accounting, excepting working capital funds. Other 
attacks have been leveled by the House Appropriations Committee. 

Fifteen years after making accrual accounting a statutory requirement 
and long after adopting the practice as a standard of business accounting, the 
muestion and research topic of this paper is: 


Why has uniforms adoption of modern accrual accounting systems in the 


Federal Government been delayed? 














In order to ansi.cr this central question, 7 will De mecessa) cones 


fom 7, 7 


sCarci anu answer the following suysidiary questions. 
j vary te 7 % I, ~~ wy 4 . se ‘ > 7 2. © 4 « “ = o 4 —— Ts -_ c 
4a nal are tne appliexo111ts and potenti aware men Wham pee 


accounting to tne Federal Government? 

2, “hat hasobeen the histopyeand development of accounting cence 1c. 
used in Governnent? 

o. What has been tue role of tue Exccutive Branch in developing the 
2Geru a leconcent ¢ 

4, What has been the Congressional position in the evolution of 


accrual systems? 
Purpose of the Study 


inere are several purposes to be accomplished by this study. The 
Organization for Federal accounting that has evolved tirough the years will be 
examined, <A major contention that will be deveioped is that the structure for 
accomplishing accounting ciianges and improvements is wrong as the result of 
Congress having been more interested in politcal questions of maintaining 
power and jurisdiction than in the solution of rudimentary issues. 

The paper will also show that elements within Congress have often acted 
contrary to encouraging the development of accrual systems and that well meant 
efforts have often had opposite effects from those intended. The emphasis of 
the Appropriations Committee on obligations in the budget process will be cited 
mmaee gor deterrent to development of accrual accounting. The interest of tne 
meuse Committee on Govermacent Operations in better accounting will be seen as 
Bem@etim@s generating premature and partial efforts on tne part of the agencies. 

The General Accounting Office will be shown to have caused considerable 


delay in improvements as tie result of the vague wording of principles, failure 








d 
to initially obtain understanding and cooperation of agencies, and an overly 
complicated systems approvzl procedure. 

It will also be demonstrated that some agencies have strongly resisted 
or been indifferent to change and that in other instances a combination of 
problems have precluded the full application of accrual concepts. In the later 
respect, the paper will show that all parties involved lave consistently under- 
estimated the depth of the problems and the tine required to solve them, thus 


Besmiting in frustration and harassment. 


Finally, the paper will show that accrual accounting has a definite value 


in government Operations, not only in those few areas in government where reve- 


nuecs are carned (c.g., working capital funds), but in all arcas where an 


accurate and consistent measure of costs cannot be detenained through cash 


Aeecountineg. 


Scope Ob etie) Stud: 


The purpose of the study will be served by reviewing and analyzing the 
events providing impetus or effecting the move to accrual accounting. Since 
accounting and budgeting are closely interrelated, it will be necessary to 
examine budgetary developments impacting in the area of accrual accounting. 
For the same reason, it will be necessary to outline efforts such as the Joint 


Financial Management Improvement Program which aimed at improved financial 


management of which accrual accounting was an integral part. This paper is 


not intended, however, to be an all inclusive treatment of those subjects. 


Also the current problems in accrual accounting will be looked at, not so much 


from the standpoint of fully providing an analysis, but with the intent to 


emphasize the complexity of the problems, provide a perspective on the status 


of accrual accounting today, and provide an understanding of how the current 





problems relate and lm slany cuses are caused by the t2amner aaa ee 
problens in the past have been encountered and dealt with, 

It 15 necessary that some of the terms to be) uscd in tiiseanalysroeue 
explained, 

To begin with, accrual accountine represents a method of accounting 


Beercin cntrics are mudce in the accounting records at the time goods and ser- 
vices are purchased or used and as revenues are carned regardless of the time 
ordered or actually paid for. The accrual concept matches costs and revenues 
tO the period in which actual performance occurs. ! 

There are two terms common to accrual accounting in the Federal Govern- 


Meme. Lxpencditures rejresent the accounting entry mace when goods or services 


Bees dictually received or when constructive delivery is made. Constructive 





Bemenvery refers to manufacturing contracts where the contractor has performed 
Pepeevcentified to the government, but the end item is not yet physically de- 
Merercad, Costs differ from cxnenditures in that they represent the actnal 
utilization of material or equipment on tne job. In the case of personnel 
services and administrative type functions the term is synonymous with expendi- 
Mies. But where inventories are maintained or equipment is used over a period 
Seeeeiiac, a distinct difference exists. The expenditure is recorded on acquisition 
of the material or equipment and the cost only when material is drawn from in- . 
ventory and used or through depreciation charges on equipment.” 


fire alternate to accrual accounting is cash accounting, This concept 


involves the recording of financial transactions in two instances. An 


o 


Meeee@atio;n is recorded when a legal committment to spend is made. In the case 








Loeneral Necountine Office, Fréquentiy U\skods vest iene oie cone 
Meeountin- in tne Federal Government, (washingtor, 1.C,.: Government Printing 


ots 


Merce, 1y70), po, -+-5. 


* 


“Thid., p. 4. 








of items requiring performance over an extended period, the obligaricis. 11a 


cantly precedes actual performance. In cash accounting a disbursement is re- 


corded when actual cash payments are made. This is also referred to as checks 


mesued, The payment may correspond to the period in which services are deus, 





provided, but more normally follows the period. In a few cases, cash advances 
result in the disbursement preceding performance.” 
The following table demonstrates and relates hypothetical accrual and 


Geasieetransactions for the order, manufacture, receipt, and use of material. 


TABLE ] 
COMPARISON OF ACCRUAL AND CASH 


ACCOUNTING ENTRIES 
(in millions) 





Accrued Cash 

Obligations Expenditures Disbursenents Costs 
Rinse Year 2,000 300 500 100 
Second Year 500 200 600 
aiimeac Year 500 200 600 
Fourth Year 500 300 400 
Fifth Year 200 800 300 
Totals 2,000 2,000 2,000 2,000 


The table shows that the totals even out over a five year period; how- 


ever, considerable deviation in the entries exists between years.“ The full 


ad 


iid... Boe 2s. 


‘This example is not held forth as typical of normal accounting transac- 
tions. It is designed entirely to emphasize and contrast the differences in 
accounting concepts. 








- 
25°00 million is ol:ligated in the first year reépresei tiie cmt ee eee 
fi. contract that sets the wheels of production inaction. suimemo ony mien 


iture figure in tne first year represents tue porticn of eae 


accrued exnend 
- 


é 


Beeeract cetually compiete.a, and celivered including work in process) t:aas. 


’ 


Meer identified to the custemer., Tunis ficure is inifinile low retiliectince tic 
eeck tine requlrea to turn up production, Subsequent years refle@et evel ine 
@eeeat full production until the final year when the contract is actually 
completed, dine disnursement figure reflects an advance payment to the con- 
Meector in the initial year, and irrecular progress payments in preceding years. 
Maeeomereased figure in the firth year reflects final settlement upon success-= 


meeecomplction of tic contract. Costs are timed to actual utilization of the 


Material and vary between years dependent on job requirements. 


« 


Methodology Usea 


Primary and secondary data for this paper has been collected from many 
sources. ‘luch of it has come from governmental publications and documents made 
available through contacts with the staff offices of various Congressional Com- 
mMittees, the General Accounting Office, tne Office of Nanagement and Budget, 
emestreasury, the Civil Service Commission, the Department of Defense, the De- 
Mertment of Navy, and Headquarters Marine Corps. Several of these offices were 


also very generous in allowing personal interviews and in answering phone in- 


o 


marics. 

The primary sources of library material were the libraries at the Office 
Peeeeanacenient and Ludeet, and the Naval Supply Systems Command. The Army Ponta- 
son, the Marine Corps Command and Staff Scnool, and the George Washington Uni- 
Mersity librurics also yiclded information. : 


The approach adhered to in collecting data was to take notes fron written 








material on 5' by 7' cards. ‘These notes cross referenced to the source page 
number, Notes were also taken at interviews and the basic points in the inter- 
view were subsequently written out. At the conclusion of the research phase, 
index cards were reviewed and topical sheets were originated, Any point on an 
index card referring to a topical category was written down by source and page 
number, This later enabled quick identification of anything pertaining to a 


BopIC. 
Organi Zatlon o9 apie sot. 


The paper, because of its primary emphasis on the evaluation of his- 


torical events leading to the present, will be gencrally organized on the chrono- 


logical presentation of milestone events. This should also eliminate some of 


the redundancy that otherwise would occur if each of the subsidiary questions 


were examined within a separate chapter. 


A separate summary will be included in each chapter and will provide a 


review of the events of that period and a background to analyzing the subse- 


quent chapters. 

Chapter II covers early accounting developments, the initial interest in 
accrual accounting, and the recommendations and legislation resulting from the 
First and Second Hoover Commissions. 

Chapter III primarily concentrates on evaluating the results obtained 
after more than a decade of operations under the 1950 legislation, as reflected 
in the hearings conducted by the House Committee on Government Operations between 
1964 and 1968. 

Chapter IV discusses the recent emphasis on accrual accounting and problems 
encountered since the 1967 President's Commission on Budget Concepts. 


The final chapter is reserved for stating conclusions to the research 


questions. 
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EARLY BASIS FOR GOVLRAMENT ACCOUNTING 


P85 THE FIRST AND SECOND HGOVER COMMISSIONS 


Early Accounting Developments 


Accrual Accounting 1s a relatively new concept to the Federal Govern- 
ment. Prior to the end of World War II, government accounts were maintained 
on a cash basis. Cash accounting dealt strictly in obligations and disbursc- 
ments. ‘This basis did not allow for a reliable measurement of efficiency and 
Meeeectivencss Since inputs (i.e., the cost of resources utilized) did not con- 
Sistently relate to outputs in a given period. Cash accounting aimed prima- 
rily at assuring that legislated dollar limitations were not exceeded. 

The years following the depression and particularly World War I1 saw a 
tremendous acceleration in Government expenditures. ‘The expanded governnent 
brought large numbers of businessmen into contact with tiie Federal accounting 
structure. These individuals were quick to realize that the prevailing cash 
basis of accounting simply did not provide adequate data for planning and con- 
trolling operations. Accrual Accounting had long been accepted as a standard 
of business accounting and tne new Government managers were used to tiie cost 
reports tnat such accrual systens could provide. ! 


The first step in improvement came with the passage of the Corporation 





tric L. Kohler and Howard W. Wright, Accounting in the Federal Govern- 
Mere (Englewood Cliffs, N.J.: Prentice Hall, Inc., 1950), pp. 4-0. 








10 
montrol Act of 1945. Up to this »oint, the voluminous indenendent Govern. 
Corporations emerging from the depression years hud been free of Congressional 
jurisdiction. The Act brought "business type" accrual budgets and procedures 


; ; 2 
to the corporations and made them subject to Conpressional review. 


The Legislative Reorganization Act of 1946 resulted in tne creation of 
eae Senate Committee on Expenaitures in the Executive Department (currently the 


: . re) . . ~ “iss , : 
Committee on Government Operations). One of tne first efforts of this Commit- 


tee was to examine the duplication that existed between the Government Account- 


ing Office, the Treasury, and the bureau of tne budget in reporting the monthly 


financial status of Departments. This duplication stemmed from a difference in 


Sagnion as to the definition of "obligations", The Committee took the role of 


MecaiatoOr in bringing the three agencies togetner to study and resolve their dif- 


@eeemeces, In late 1947, tne three apencies agreed tnat the joint effort should 


be conducted on a broader scope with the aim of improving overall Government 


accounting and reporting. This initiative began the Joint Accounting Program 


which was officially announced by the Comptroller-General in October 1oaee 
First iloover Commission 


The First Hoover Commission was created in 1947 primarily to review the 


Structural organization of the Federal Departments and Bureaus, Its report on 


Budgeting and Accounting published on February 15, 1949, was the first compre- 


hensive review of Government Budget and Accounting procedures since the studies 


resulting in the 192] Budget and Accounting Act. 





us. Congress, Senate, Committee on Government Operations, Financial 
memeeenent in the Federal Government. S. boc. 11, 87th Conge., ist sess., 1901, 
ae 2). 
Sy 
Arias . 3 p. Zoe 


"Tpue., pp. 37-43. 








11 
The jioover Commission reviewed the basis, nreceauross winceG wae eee 
for Government budecting and accounting. After duc consideration of the facts 
involved, the Commission made thirtecn recommendations including the followins: 
ees . . the mmicetury concept of tic Pecerai (orcrimcn ces jou io 
based upon iunctions activitics anu projects |[dcsignateua a per- 
formance budeyet]. 
> ‘ ‘aor neant Weta ‘ ‘ yahaAgl rc! 7 +} yePeratary r 1h 
meen s\ccountant General bevestaplisned weer tesoec; area erie 
mreasury with autiaerity to prescribe weneral aecorncin@ acu. 
End CNrorce 2cCOUmEINg TOCCdULes Josue .suvpcce CO Tiler appueval 
Wace COMDtrOid Cr Gene it | i ane 


Sees ie accrual basis_of accounting should be applied to botn revenues 
and expenditures.” 


Recommendations for Accountant Generul 


fie second recommendation resulted in th@ sreatestefiuror. the 192) eeud- 
mee and Accounting Act establishing the Gencral Accounting Office had given tne 
Comptroller-Gcneral autnority to " . . . prescribe the forms, systems, und pro- 
cedures for administrative appropriation and fund control . .." ‘This arrange- 
ment was felt necessary to provide tiie Congress the necessary control and over- 
meee. Of Cxecutive operations. Tne Gcneral Accounting Office involvement in 
determining the form of accounting systems was furthcred by the Federal Property 
and Administrative Act of 1949 which included provisions for tne Comptrollicr- 
Benerail to “prescribe principles and standarcas of accounting for property. "© 

The role of the General Accounting Office in prescribing form and stand- 
ards for accounting systems had come under attack prior to the Hoover Commission. 

ie 1952, then President Hoover, attemptcd to pass through Congress Execu- 


tive Order 5959, which would have transferred to the Bureau of the Budget "the 


powers and duties now exercised by the General Accounting Office, which relate 





“Report of the Commission on Organization of the Executive Branch of the 
Government, budgeting and Accounting, Herbert lioover, chairman (Washington, 
7 C faoyprnnre dyn y 7 : 1 la : i? { ee ° 
eee «=GOOVernicnt Printing Urtice, 1549), pp. 8, 39 and 45. 


Oxohler and Wright, Accounting, pp. 78-9, 








tne desicning, prescribing and installation of accounting forms, systems and 


; Y 
Beoccdures . . . © 


President Hoover's rationale was summed UpmenmetiiGumessace acconpamsane 
fee Dill. 
It is not; however, a proper function of an establishment created pri- 
Sees for the purbose of audi tine Gcvernmcat acce@iits iO tras 


Hecessary studies and to develop and prescribe accounting systens in- 
Meevinc the entire Field of Government accounting.» 


Es 


mie order was rezected vy resolution of the House Comalttee oaielxpeqar 


Mires in the Executive Department, who saw the order as an attack on a vestige 


oi Consressional power. 


MemoUutSLdG Viewpoint was provided wnen tie U.S. Chamber ot Conmercesper- 
meme: a special] study of the Federal accounting organization and subsequently 


recommended the creation of a General Accounting Office directly responsible to 


mer resident for establishing accounting principles and prescribing systems, 
tne Chamber at that time stated: 


@erec tie Conptroiller-General is not under Executive comtrol, .. . 
eae Executive 18 deprived of one of the most essential means of 
Seeebiishing eficctiwme supervision over expenditures, namely a sat- 


isfactory accounting system under Executive Control. Moreover, the 


Comptroller-General 1s now in the anomalous position of auditing his 
own accounting. 


Another independent review of the accounting structure was conducted in 


1936 by the Brownlow Commission, appointed by President Franklin D., Roosevelt. 


The Commission disclosed that: 


Administration Officers have found it not only necessary to go to 
Meir SUpcrior officers for the approval of plans, but also to the 


merce Of the Comptroiler-Genecral for the approval of the legality 
of forms and procedures .10 





“Financial -lanacement in the Government, p. 12. 


8Ibid. 





SIbid., p. 15. 


10.5. Coneress,. Senate. Committee on Exvenditures in the Executive Devart- 
a 2 > 5 L : : : ‘ i 
ments, to Improve Budeetine and Accounting, and Auditing Nethods in the Federal 


mevermment, Hearings, before the Committee, Slst Cong., 2d. sess., 195VU, p. 170. 











t 


The Brewnlow Commission cited and endorsed tne ideas expressed in the 
Bamber oi Commerce Study; however, the recombendations tnat e€volyvca Giftenc. 
mmehtly in that in lieu of a separate accounting office, the Brovnloy, Con 
feesi0n advocated placing accounting responsibilities witn the Treasury and 
Peeesicnatings tae Corptroller-General and the General Accountine Office as tic 
Beeetor General and the General Auditing Office respectively. 

These recommendations and others were incorporated into House and Senate 
Bais and hearings were conducted. Tne recommendation to divorce the Gencral 
Accountinz Office from its control of accounting systems was particularly diffi- 
Sure for Consress to digest. This and other provlems resulted in no action be- 
M@eeraken on the proposed legislation. 

fowan O71Sl@0t, a Ssclect Senate Committee was appointed to tives cm ac 
@eeworeanization of the agencies to determine if overlap of functions existed. 


foes committec, in turn, contracted the Brookings Institute to conduct an ex- 


Manstive study of the financial organization in Government. The conclusions 


memenas Stuay called for rcdefining the accounting role of tne General Account- 


meme, Office and redesignating it the Office of Auditor and Settlements. Again, 


-. ; 2 
mO positive action was fortncoming from the Congress. 


finally in 1939, President Roosevelt issued Executive Ordér 6246 trans= 
ferring the Bureau of the Budget from the Treasury to an independent Status. 
No mention of the accounting organization was made. According to Lindsay C, 


marren, a member of the House of Representatives at that time and later Comp- 
troller-General, the executive order would never have passed Congress unless 


President Roosevelt had been persuaded to drop all references to the General 
\ 63 is 
mecounting Office. 


SE a SE SE RS RE AA ag ag RAPD ay RSE Ph rR cag = PA Shes Sp PNAS SSS SP sn Ua eS PSS 
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Lopudeeting and Accounting and Auditing Methods, ilearings, p. 47. 








ls 

This then was the bacheround £6 which the First ilocver sCennissioner ee 
mee recommendation for en .ccetntant Gencral in tie siaetc a. 

em. the final recommendation was a compromise between the line 
menen in theeGomnisshen Tush Force Report wand tne views of severa] memoers of 
Ore Coniaission proper. 

a. Colenangdjndrews headcd the Task Force Waose seven members ea'co com 
Beatutecd tuc Committee on Federal Government Accounting of tne American Insti- 


tute of Accountants. Andrews was serving as the Comptroller of Richmond, Vir- 


Mita, at the time and had credentials that included service as a Virginia 
Meee Auditor, and Director of the General Accountins Office's Corporation Audit 


easion.!4 


mee lask Force spent feurtcen months reviewins Tic Accounting structure 


and found 


Tnere is no fornal accounting plan for the Government as a wholc. 
meevo One iS Charged with the responsibility for developing such a 

plan. 

There is no one who would have power to install such a plan, and 
conpel compliance with 1ts provisions if one were developed. 

4, The statutes make no provision for either a complete accounting 
Byaecm Orvaeciver accounting officer to direct accounting activities, 


fh 
. 


Cr? 


rs 
Tac Task Force also embraced the theory that tne Comptroller-General in 


prescribing tne form of accounts and establishing standards was placed in a con- 


flicting role by being a party to administrative decisions that he later had to 


audit and report ener? 


These findings led to the recommendation that an Accounting Office be 


estaplished within the Executive Offices of the President with the responsibility 
a gg I 
ttibid., p. 104, 
Lotask Force, Reports to the Commission on Organization of the Executive 
Brancn of tne Government, Fiscal Budgeting and Accounting Activities, (Washington, 


fees GOvernment Printing Officc, 1949), p. 89. : 


6 
Rides 90 








of establishing and maintaining an accounting system appropriate to tne Govern- 
ment needs, and that the duties of the Comptroller-General be redefined to more 
fry realize his auditing capacities.}/ 

The Task Force recommendations met head on with divergent viewpoints of 
several members of tne Hoover Commission, particularly Congressional members, 
who Saw the recommendations as an assault on Congress and a chance that would 
jeopardize the constructive efforts of Joint Accounting Program then underway. 

The final recommendation, while advocating creation of an Accountant 
General, placed tnis official in the Treasury and made his actions subject to 
the approval of the Comptroller-General. Even this compromise was not agreed 
to by several members of the Commission. John L. McClellan and Carter Manasco 
filed a separate opinion in which the Comaission was accused of exceeding its 
authority in recommending alterations to the structure and role of an agency 
Seecongrcess. They stated that the Comptroller-General had been given the right 
Boeprescribe accounts in the 1921 Budget and Accounting Act, the 1949 Federa? 
Property Act, and by language in the last several Independent Office's Appro- 
priations Acts that required General Accounting Office approval of property 
accounting procedures before funds could be provided for systems development. 
Also, they saw no conflict of interests in the Comptroller-Gencral designing 
or prescribing accounting systems that he later must audit. This was reported 
to be a common practice with public accounting firms. Finally, they held 
forth the Joint Accounting Program as the best hope for constructive improve- 
ment in Governnent Accounting. ?® 


Vice Chairman Dean Acheson also filed a dissent in which he propounded 


his belief that the Hoover recommendation would raise insoluble jurisdictional 





p ibid., p. 92. 


18pudeeting and Accounting, pp. 47-54. 








16 
questions and that the Joint cooperative effort was getting the jov done?” 
On the other extreme, Commissioners James il. owe, Jr. and 2ajcs ie 

Bollack submitted separate Statements in which taey basically supported the 
mews Of the Task Force requiring a separate Accountins Office in eltner the 
meee of the Budset or the Treasury. Accordinz to Rowe, the Budect and 
Bm@eounting Act of 1921 was based on the false premise that the legislature 
needed to control both the auditing and the accounting. lic felt accounting 
should be an administrative function, and endless delays resulted when the 


administrator had to suomit his systems and actions to the General Accounting 


Office for approval. The Hoover proposal did not solve the problem since the 


proposed Accountant General was responsible to tne Comptroller-General for his 


Merzormance, Tiiis created duplication and tended to imore actively involve the 
Comptroller-General in day to day management decisions wiich was a violation 
Beetie SCpuration of power doctrine. 
Of interest to later analysis of accounting development, both the Con- 
mission report and the dissenting statements of Rowe and Pollack expressed con- 
siderable skepticism as to the merits of the Joint Accounting Program as a 
permanent measure for corrective and guiding action in accounting programs, 
The Hoover report, while commending the voluntary endeavor, expressed concern 


that more than voluntary correctives were needed. Rowe and Pollack opinioned 


that the flaws in the structure were too great for the voluntary efforts to 


long endure.“ 


ne 
Wipid., p. 19. 
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Accrual Accounting Recommendation 


The recommendation for accrual accounting was not piven any particular 
Srominence in the Hoover Commission report. It was lumped with several itens 
; . ; ana : 7.7 
Bemeotner Recommendations” which were simply "“endorsed”’,~~ liowever, the Task 
Merce dweliled extensively on the supject. 

Peccribing the existent cash basis of accounting tie Task @rorce starec 


We think it is obvious that a basis of accountine that never shows the 
Government's true revenues and expenses for any year and that does not 
provide positive control of assets, liabilities and appropriations, is 
thoroughly inappropriate to the Governnent's needs, 


In opting for accrual accounting, the Task Force continued, 


» « « on the accrual basis, the books would show not just cash receipts 
and disbursements, but also essential facts concernins tne financial 
a@itairs of the Government .. . assets, liabilities, revenue, the extent 
Bemeaicn the budect estimates of the revenues have been realized, the 
rate at wnich the appropriations have been spent, the true available 
balance of cach appropriation and the accumulated costs of operations, 
Positive control of assets, liabilities, estimates of incomes, appro- 
priations, revenues and expenses would be maintained. . . 25 


Hee report tnen related to Congress by making the strong assertion tiuat 
unless an integrated accrual accounting system was established there could 
mever be hope of Congress intelligently maintaining control of the purse strings. 
The financial reporting system which Congress relied on for information was 
described as ponderous, obfuscated, and generally unsatisfactory. The Budget 
process was bogged down by special requests for information that data from the 


_.: , 24 
existing accounting system could not supply.” 





22ibid., pp. 45-44. 
“SIbid., pp. 103-4. 
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lliripeeand letuininceQualieicd ecoudesnt. 


Before departing the recommendations of the Hoover Commission, it is 
Memtis to note that the Task Force saw a particular problem building in the 
Mean: Of sufficient qualified accouitants and auditors to do the mammoth job 
G@fea@e, fac Group urged that personnel policies be adopted that would assure 
Beemattraction and retention of top people. TVheir recommended ecfforts included 
Meebassification of accountants and auditors to properly compensate those who 
were professionally qualified and prompt recognition and advancement of out- 


fs 


Biataing personnel, TWwese recomendations Were no. iieluded= in taemican- 


@posion report. 
Lerrsiation Resulting Fromethe First lioover Commission 
Senate 2054 


Tne Senate was the first Congressional branch to incorporate the Hoover 
recommendations into legislative form, The proposed legislation, S 2054, con- 
memcead nO specific requirement for accrual accounting. JIlearings on the bill 
Meany in carly 1950, and were remarkably revealing as to etaotional and pol- 
tical opposition that had built to the Hoover recommendation for an Accountant 


General. ‘The great majority of tne testimony and statements submitted to the 
Committee on Expenditures in tne Executive Departments dwelled on this single 
subject. Senator Jonn L, *icClellan, who was already on record as opposing the 
meoposal, chaired the hearins. 

Herbert Hoover led the support for the bill. Pointing out the near uni- 


versal condemnation of Government Accounting, he cited the Corporation Control 
erm TS Somme me etree Tm oN aap RR SS TS ST PS A 


27 95k Force, Budgeting and Accounting Activities, p. 110. 








1s 
met of 1945 as the lesislative precedent in estadlisiting executive responsi- 
bility for budseting and accounting and tne General Accounting Office's re- 
Bponsibility for auditing. He acknowledeed tne comprofiise inherent in S 2054 
meemcne ilioover Report and stated that some Structural chaneo was needed to 
Boive a problem that had existed for twenty to twenty-five years and was still 
not solved. 7° 


Task Force member Rowland Leger filed a statement in which he also fuyvor- 


ed the bill "since Congress was in no rood to deal with fundamental problems of 


Accounting." He felt acceptance of the compromise meusure would facilitate 


Rater changes .7? 


T. Coleman Andrews opposed the Hoover proposal because it didn't go far 


enough. In supporting and reitcruting tne Accounting Policy Committee's work 


S 
on the Task Force, Andrews contended that placing the Accountant General in tne 
Hreasury and making him responsible to the Comptroller-General was probably 
Making a bad situation worse. The choice of the Treasury was poor because one 
Siecne greatest problems in the past had been to confuse Treasury "cash" 
accounting with management accounting. Eventually, under tne proposed arrange- 


ment, the two would become entwined. Andrews further stated, 


The bill simply creates another bureau with no authority, no power 
gama very little responsibility beyond that of a purely clerical set 


Up. e e e e ® e e s e e e e ® e e e e e e e e e e e e e e e e ® ® e 


ee equestion that must be answered 1s are we going to organize our 
government on tne basis of admiration for individuals or on funda- 


mental principles, . .. Human frailitics being what they are our 
next Comptroller-Gencral may not be as qualificd as Warren, ¢® 


Andrews also attacked the Joint Accounting Program as a diffusion of 


Besponsibilities and lacking in permanence. fle cited the fact that the Joint 
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Budgeting and Accounting and Auditing Methods. Hearings, pp. 218-250. 
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27ivid., p. 145. 
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Mreotran was not begun until after tie Hoover Commission a> gopoi ae 
announced 1t would review the accountins establisiument in Government, the infer- 
ence being that action was stirred only under the duress of beins faced with 


29 


mavestication.* As related by Andrews, one of tie iloover Commission menbers 


Meee srouched im and expressed agreement with theviask force, but was arrar 
Beeeiving too much authority to the Administration in office. At this point, 
Semator Sundit interrupted the procecdings to indicate that he too did not trust 


the adninistration., Andrews then summarized: 


Pn other words there are two provlems in accepting the Yask Force 
mecoumendations (1) a head of General Accounting Gffice whon 
Moreress does not want’to offend and (2) Waninistration tiat could 
mot ve trusted to install and maintain proper accounting systens.2U 


Bone up against the bill, but for entirely ci fhcrentwneasons si crcme ic 


Mee) Accounting Office, Treasury, and Bureau of the Budget. The General 


Meeountins Office led by Comptroller-General “arren was particularly irate, 


Meerous Statements submitted by the General Accounting Uffice stressed six 


points: (1) the Hoover Commission excecded its authority, (2) the recommenda- 


tion was a renewal of previous attacks on tne General Accounting Office, (3) 


Congressional Control would be weakened by the proposed reorganization, (4) 


there was nothing unusual in the Comptroller-General establishing a systen 


which he must later audit, (5) the General Accounting Office auditing would 
a fact be nade more difficult by the separation of functions, and (6) the Joint 
Program was the best means of accomplishing the desired accounting improvencnts,>/ 


Comptroller-General Warren was liberal in his use of emotional and po- 


litical innuendoes. In a statement before the Senate Committec, Warren first 





Btbid., p. 15. 
rbid., p. 30. 


tibid., pp. 4 and 5. 





utlined his past backsround as a Representative in the House and the role he 


Beaved in easing President Roosevelt's 1939 Executive Order thrugcongicss sale 
Beoerted that the General Accotnting Cffice iad continously scrvedsene taxaayenc 
Beru its accounting role by assuring full disclosure of pertinent operating 
meees, iic cited the "notable progress" already made under the Joint Accounting 
meager and the personal® leadership he had provided the effort. Me disclosed ths 
creation in 1948 of an Accounting Systems Division within tie General Accounting 
Semiee tO Spearhead tie General Accounting Office efforts towards better account- 
mig. lic stated that the bill [S 2054] represented ". . . the age-old fight to 


eeeeerrom Congress to the Executive tiie control over expenditures of public 


Ges «lle alledged that the b111 "strikes at the vitals of the General Account- 


erve 


Meee tice and its independence." Ynis last rhetoric led*Senators Hoecys and 
Mundt to personally praise Warren, and to announce "nothing should be done to 
Mitertere With the General Accounting Office's conduct as an independent agency 
of Concress.">* 

In testimony delivered towards the conclusion of the Hearings, Warren 


addressed Hoover's appearance before the Committee. 


Hoover is merely renewing and continuing his assaults on the General 
accounting Office, out he fails to take account of progress in the 
Mioereignteen years, especially the last nine. Roosevelt was bitterly 


antagonistic and hostile too. This is the same old thing without a 
Single new idea. Tire bill would leave the General Accounting Office 


Meomreacent wWitn no effective voice in this very important function. °9 


Later, Warren continued, "The General Accounting Office stands as the 


Mest sreat bulwark for the protection of the American taxpayer against tne 


Memes,a) and erroneous cxpenditures of the public substance." And in reference 


to the Joint Program, "Ne must cast aside all the old suspicions, back-bitings, 











fo 
I 


mc in some cases hatred," Finally, in one last anneal sto Coniges sion 
@imiasm, “lie giants on voth sides of the aisles and at both ends of tie Capitol 
. . . Knew what they were doing" in giving tne General Accounting Office con- 
Ms OVC YT accountins systens in the 1921 Budeet and Accounting Act .>4 

ommon also uséd tie occasion to cite various letters he hadwrecemen 
apeanst the proposed lcsislation and for tne Joint Program, Among these were 
Meme! Icttcrs from pcople with experience in Government accounting including 
Mere hKOnler, formerly Department of Defense Comptroller and noted author on 


: 3D 
Government Accounting.~” 


Dean, ||, he1tzel, Assistant to the G@mntroller-General, appeared Metere 
Bpemeconmitcee and generally echoed hts boss's views. Ile stressed that “the day 


Boeudy results of the Joint Program were more than sufficient to justify and 


Meemre its continuance." llis testimony elicited tne response from Chairman 


Mecicilan, “Wwe might retard progress by legislating something experinental'”° 


Martcr Frese, the Chief of the General Accounting Office's newly created 


Accounting Systems Division, expressed enthusiasm to tne Committee about the 


“grass roots spirit" prevailing among agencies towards the Joint Accounting 


re) 
Program, 


ite bureau of the Budget views on S 2054 were expressed in letter and 


thru the personal appearance of Frederick J. Lawton, Assistant Director of the 


Bureau. The Bureau's line was that the coordinated effort (Joint Accounting 


Program) would produce more meaningful results than legislation, and that the 
rane 


2 ae : 5 
proposal was a change and restriction on the Comptroller-General's authority. 
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duc Treasury also was acainst the cnange in “ccounting Pes, CUSLUL litiese 
Their expressed CONCLIN bas that the eccounting systens rested on sound aa 
s © 


¥ j 
t 


S oa r sf ’ ’ ye . * 4 ~ ry * ‘aps 
Clples dia Mesnea with CCOnorale tire 


in- 


asury reporting requirements, The PLeseat 
f y~ yr 6 ‘SNP - . . t- . Vy ; DD A . . a “ } r we . } ‘ a 
dYrangement and tire Join+ accounting Program were held Fomun as tie bess way to 
es, 59 

ececoplisu the task 


ya e 


Other views submitted to the connission Included statements in favor of 
tne lesislation authored by the Chamber of Commerce, the Pennsylvania “LCOnORY 
League Inc., und Lloyd Morey, Certified Public Accountant, and author of a 


Governnent Accountine text in the EB TES 


As would scem a Foreone conclusion vased on statements made by comnittce 
memvers during the hearing, the bill approved out of the comaittece Was modi- 
fied to delete the provisions for an accountant General. 


In a report published in 1961, the Senate Conmittee on Governuent Opera- 


tions claimed the provision for the separate Accountant General was "strongly 


Opposed by a Majority of those wiio testified before the committees of both 


houses , #40 While this claim higit possess NC ie i reviewing Strictly nunbers, 


it gives little consideration to the source of the Opposition, the interests in- 











volved, or the merits of the arguments. The facts show that included among 
those who Opposed the bill were a number of people who thought the bill did not 


0 far enough in divorcing the General Accounting Office from control of account- 


ing systems and procedures, 


If these people are counted, 
be 


as they rightly should 
» 4S for the basic principle expr 


essed in S 2054, that the executive should 


have greater unencumbered re 


sponsibility for accounting systens and procedures, 
the numerical fane would appear to hay 


e been won by Opponents of the status quo, 









ibid. . pp. 96-7, 






Financial tlanacenent in the Governnent, p. 65, 
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miso the sreat najerity of those opposing tic Dil ieom tiie 7) cig et) eee 
fcsent organization would accomplish the Miopm( ticsGener 4) @iccaunti m0: feos 
Mcasury, the Bureau of the Budget), were workin@eas a panteoieteeea ctcn, 
Bele tiielr arcuncnts warranted careful consideration, they cculd Josicaily be 


ree 


memecto! of protccime vested intercstsy The teseineny)sparticiliarmiy wereene 


M@eeeral Accounting Offwee represettatives, bear out tunis assumption. 

ioc Senate. Committecs inecioostip ether aeeoursemudisresiidecet em oer 
and task Force recommendations, the forevarnings provided by several previous 
Mee2ssions, and tie hard fact taat after twenty-nine years, tle present 


MeEcoOuUNntines structure was acknowledced by all concerned to be unsatisfactory. 
oo o> ¢ 


Pacece Pe anceNeCCOUnbiue co Of Sloot 
<> a? 


Tne House waited until the Senate haa introduced tl.e modified lecisla- 
Seon and then introduced an identical bill. The Budget and Accounting Pro- 


a 


memures Act was passed on Septemoer 12, 1950. Tie final bill contained pro- 
Mesions for a performance budget based on unit costs and workloads, and called 
Meeeencccountins systems that provided full disclosure, adequate information for 


Operating and budgeting, and cffective control over receipts, expenditures, 


4] 


funds, property and otner assets. It 18 tiesewprovisionswot tie Acree ate 


many experts have today claimed constituted a legislated mandate for accrual 


é 


Mecounting. ‘Ihe rationale of proponents of this tneory is that only the accrual 


basis could provide the necessary cost data to relate to output and to provide 


effective control, #2 


fire pill also added to the Comptrolter-General's responsibilities for 











‘libid., p. 85. 
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tecarl We lillerpeiwy, Accrual Aceauntin: ," Uerense Vanagencne Journad: 
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P v5 eat eet , ~~ 4 sets 355 re yrs ¢ HT) aay Hae + Ay vite eanrern + wren.) e elie = 
accounting by  ,iving nim autPority to prescribe principles, s.an ai. 5 


mated requirements for .\ccoungine.. nt the sanc time, tye Execut aye aoc er 


for the first time with the responsibility for maintaining accounting systems 
Mead producing financial reports. The Comptroller-General waseto consult with 


Beesireasury, the General Accoumting Office, and agencies before srescribine 


* 


Meecedurcs and principles. lhe was also to cooperate and assist the agencies in 
Memeo jing their systems. Finally, the Act endorsed ana called for continuance 


of tne Joint Accounting Progran,*> 


NibPOgs) SOC CUL Live et, lao 


mteenatzonalySe@urity Act of 1949 was the result of still another Uocrver 


Meeession report (0. 6}. -Enactment of tne legislation authorized the creation 
of working capital funds to finance military inventorics and commercial type 


A 


Metivitics. These “revolving” funds were dependent for continued openations 


Meeevenues ccncrated from customers; therefore, 1t was imperative that reliable 
Meeounting systens be implemented in their support. Today the revolving funds 


are one of the few areas within the Department of Defense operating on a full 


Pecrual basis, 


Accounting Memorandum No. 1 





Poeloo2, the Gencral Accounting Office published Accountinp memorandun 


No, 1 to fulfill that portion of the Budget and Accounting Act pertaining to 


Bee prescription of principles. Comptroller-General Warren in a transmittal 


Seer ocatcd that the "principles" were tentative in tnat they represented tne 


best views disclosed thru the Joint Accounting Program, and would be modified 
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tee 





[[lad., p. 76. 











@s @xpcricnce dictated. warrci emphasized fiat tice sscc 1 eat ome ic 
gid tne birector of the bureau of tue Budget had particimated im tie develoo- 


,f ° . 74 9 5 ° LS 
Bene of the ‘emorandun as called for in tne Budget and Accountin= Act. 


5 
ine yylnciphes tiremsSelves were morenot sueceneraleuiscissctonmonm 1c 
Meee cative backeround to the Memorandum and a justification of sood accanie- 
Seeeepeeciticcs tian a fir basiS or directive for establishing accounting sys- 
meme Examples of the conciliatory and vague language used are as follow. 
The memorandun was termed a “guide.'' As already mentioned, comments on the 
memorandum were "invited", An approach "worthy of careful consideration" in 
Bepporting budgets was tne use of accrued expenditures supplemented by an 
Saayysis of undclivered orders, Accrual techniques should be adapted to tue 
Busetul purposes which the data will serve." Refinement of systems should weigh 
Mine advantauses to ve gaincd against possible adaed record keeping.” accrual 
Mecountine sould be used where results to management will be "sicnificantly 
improved." Use of perpetual inventory records "should be weighed against the 
expense of extra record keeping." Costs of freight handling, and storage 
charges should be included in material costs, "except when the expense of allo- 
Cation these additional charges outweighs the benefits. Little was written 
to require the agencies to justify deviations from the broad principles. 
Tne Memorandum outlined supposed advantages to accrual accounting as 

compared with the cash accounting. 

Sieeaccrual basis . . . reflects a more accurate picture of financial 

Bomemcionvand makes tie income and expense or receipt and expenditure 

fissures wore meaning ful, The use of the accrual basis materially 


Eememethncns financial control .. . and 1S esSsentiadein the develop- 
mememos cost accountings. If aecurate unit costs are to be developed, 








5 ; : : , : ‘ae ; 
General Accounting Office, Accounting Principles ilemorandum No. 1, 


eeaneton, ).C., 1952), letter of transmittal. : 


| ibad., pp. 2, 6, 17, 19, 22, and 32. 
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gt is essential thao camendi turcs be weilectcdeui tiee ode 
work was performed. . «2. enly Udeer tice mMecrual gists 2S tee 
tO arrive at the cost of #00ds Solu or Sei ices remicy ce otOm ee 
ed against the vewenwes cared . . . Giiring a 71 ven per icey*’ 


Second lloover Corimissien 
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daree years arter the issuance Gf Accountins Mienorandiaetoee, , tre 
Second Hoover Commission convened and again reviewed the Federal Accoumting 
Seructure, 

his time, the Task Force assigned to do the detailed investigation and 
mescarch work was headed vy J. Harold Stewart, a former President of the Ameri- 
can Institute of Accountants. Recommendations made by the group included: 


mee iiat executive agency budects be formulated and administered on 
a cost basis. (Recommendation 10) 
2. That the executive budset and congressional appropriations be in 
@erms Of estimated annual accrucd expenditures . . . (Reconmaa- 
tion 11) 
5. Tiiat for managencnt purposes, cost vased operating budget 
to determine fund allocations within the agencies ... { 
tion 14) 
me inat there be establisned under the Director, a rew staff Office 
of Accounting in tne Bureau of the Budget headed by an Assistant 
Director for accounting with powers and duties as follows 
(1) To develop and pronulgate an overall plan for accounting .. . 
consistent with broad policics and standards prescribed by 
the Comptroller-General. These broad policies and standards 
should continue to be developed in cooperation with the 
Executive Diraen. 

Wey) Io expedite, guide, and assist in the introduction of modern 
accountinoa methods. . . 

fo To set reasonable but definite time schedules for per- 
formance and to watch progress. 

(4) .. . to assist actively in the selection, training and 


retention of capuble personnel 
(9) To report at least annually to the Directer of the Bureau with 


Besneck EPOntie Status (oF waccountinge q.ecommencation 15) 

De fiat the selection of agency Comptrollers and the building of con- 
petent accountime organizations . . . tnrough the sclection, train- 
ing and retention of capaole personnel be an important phase of 
eve fuldante ant help to ve’ o1ven by tlie AsSistant Director for 
Accounting in the Bureau of tne budget. (Recommendation 17) 


be ren, 
Ye woud 


S 
Recormenda- 
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G. That Governient Accounts be Kept on) disac cries see 


t . “49 
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pooeinat as aefeneral policy reliance vesplaccumusenva once 
uccrual and cOSt SeCCOUNTINe bee pigiicssosma rina er ins ron 
diuin’ tie ef lective mdnaecneni er Goverment scent elcs 
(Pema enCnuscyCnge ae 


Me recommendation for an accrued expenditure ovudget was a radical departure 
mum trucitional "colication" budget; however, tic recommendation had been 
previously made vy the Cooper Committee which had performed a study in 1954 
Saecive <iscal organization within the Department of Defense. 

mre fask Conmittce velleved that enacting appropriations on an accrued 
expenditure basis would provide Congress witn better control of expenditures. 
Meolieation authority" was found deficient in the following arcas. 
meme authority extended beyond the year for which enacted. Once appro- 
Merated, there was no control of the amount used in any one year, short of 
Boneressional rescission. 
Meeoolisation Authority requested did not relate to resources to be used in 
performing tne joo since inventory balances and other resources purchased in 
mmetier year could be used in the progran., 
mee ie OOligation basis provided an incentive to use all the authority before 
the date it would lapse. This served to support the agency request for funds 
Mi future ycars. 
foe the definition of obligation had been interpreted differently with the 
result that there was no consistency between agencies as to what constituted 
dn Obligation in tne accounting records or budget requests. 


Bee control over tie deficit or surplus was ineffective as tie result of 
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miisn!Oreey Ve port co them™eaniSSion on Oran 2icloN or Use tT NCCULIVG 
Branch of tie Government, Budeet and Accounting (Washington, D.C.: Government 
Memcineg Office, 1355), pp. S-o. 
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Bonccitrating on obligations which had no bearins to the year itt whicn Casi 
Bc we ol) 
Meaasents were nade, 

Changing to an accrued expenditure budget crqurged provision of a 
Memeraic "Contracting Authority" to assure supplicrs and contractors that pay- 
Ment fOr services.was available. Adoption of the budget would permit tre 
memeress to revicw and grant each years program in its entirety, including the 
portion for which contracting authority had bcen provided in a previous year, 

bic Task Force,also extensively re-examined the Federal Accounting 
Structure. AS it Saw the situation, the 1950 Budect and Accounting Act had 
Beeanlished responsibilities on the part of tne General Accounting Office and 
meeeneencics, but had left the Executive Branch with no really effective leader- 
Ship. jie General Accounting Office was found to have performed commendably, 
especially through its Accounting Systems Division, but it did not have the 
advinistrative responsibility or occupy the proper position to ensure that the 
azencies adopted proper accounting systems. The Joint Accounting Program nad 
Belied its name. Yhe Comptroller-General nad dominated the leadership role. 
The Bureau of the Budget and Treasury had been followers, particularly tne 
Bureau. The accomplishments of the program while noteworthy were a "piccemeal 
effort" as compared to the overall need for accounting improvements. These 
facts led tne Force to recommend that central stimulus was needed within the 
Bureau of the Budget.>1 

The Hoover Commission report published in 1955 embraced recommendations 
for: (1) cost based budgets, (2) administering budgets on a cost basis, (5) 
Memeane the budget on accrued exnenditures, (4) establishing a Staff Office of 


accounting in the Bureau of the Budget, (5) promoting the development of 





euibid., pp. 34-6. 
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Bmemoetent accounting organizations tiru selection, training.) aud reteation 
— Al. eae eo 

policies, and (6) maintaining accounts on an accrual basis. ~ Tne rationale 
used in Support of the lioover Commission recommendations were basically taken 
from the Task Force. 

the proposal for an accrucd expcnditure budget was tiic only Gale co cause 
iisagrecment amons the CommisSioners. Clarence J. Brown, a member of the Louse 
of Representatives, dissented based on the "radical departure from long stand- 
ing fiscal policy which would require widespread changes in the entire fiscal 
process." He felt additional studies were required by appropriate Congressional 


Mumadttecs.”> 


James A, Farley filed a general dissent criticizing the approach taken to 
Mae entire report, which he claimed was the viewpoint of a cost accountant oper- 
ating in a private commercial enterprise run for a profit. Whereas, Farlcy 
acknowledged the appropriate use of this type of business accounting concept, 


he did not feel an across the board application was appropriate. Referring to 


accrual accounting, Farley said, 


It does not necessarily provide a measure of the effectiveness of 
programs which are not primarily related to profit, but to the per- 


formance of proper governmental functions, The transition to cost 
basis’ accounting will require trenendous expense and inconvenience 
and there is insufficicnt evidence that it will be universally 
workable. °4 


Chet Holifield, a member of Congress, also wrote a dissent in which he 


expressed doubt that the recommendations would actually tighten Congressional 


control and result in improved management and greater economies. Holifield 
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Report of the Commission on Organization of the Executive Dranch of 
mee Government Dudset and Accounting, ‘lerbert Hoover, chairman (Washington, 


Sueeecovermment Frinting Office, 1955), pp. 9, 15,,25, 31, 55, and 38. 
-Ibid., p. 69. 
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could not see how accrual accounting techniques could be applied across the 


? ° 


Meeerd witn beneficial results. Tire value of many ageliicies could yot 5G measur 


; | 3 : ‘ ; . 2 
Maru cost accountins. “Government 1S not a profit making organization," 


Bneuding the Lugseteands\GcequntinesseteofelIs), Puglic Lage PAeGs 





The Accounting recoumendations of the second iloover Commission were put 
MmeeslSlative form by S 3199, Only the recommendation for an accrued ecxpendi- 
Sereebudget was dropped from the proposed 0111. Senator Frederic: G, Payne, 
author of the bill, indicated that the proposal was omitted because its success 


depended on the establisnment of an adequate accounting base and the ability to 


Mmoeram cf{fectively, Payne claimed intentions to draft a bill to carry out the 


; ay. 26 
Meerucd cxpenditure ideas after the accounting provisions were effective. 


The bill included provisions for the development and use of cost based 
Beaeets, cstablishment of accrual accounting systems, and the creation of a 
staff Office of Accounting within the Bureau of the Budget headed by an Assistant 


Director of Accounting.>/ 


This last recommendation raised considerable opposition from the three 
Central Agencies (Treasury, the Bureau of the Budget, and the General Account- 
may Office}. 

The Bureau of the Budget objected because it claimed to be in the process 


of expanding its accounting group to accomplish the objectives sought. The 


General Accounting Office did not believe legislation was needed for the Bureau 





2>Thid., pp» 70-1. 
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U.S. Congress, Senate ,"Committee on Government Operations, Budseting 
and Accounting, ilearines before a subcommittee of the Committee on Government 
Meerations, Senatc, Sith Cong., 2d sess., 1956, p. 58. 
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on 
to accomplish the desired results. the iredsur felt tie ropesc ost toe 
result in an overlap of duties already given the Comptroller-General.°8 
The arguments for a separate Accounting Division in the Bure:u of the 


Peczet were led by Semator Wallace F. Bennett, co-sponsor of the bill, and 


Seeiarold Stewart, head of the Task Force. Bennett pointed to a conclusion 


drawn earlier by tne Task Force that a revitalized accounting effort in the 


Bureau of the Budget would save approximatcly four billion dollars a year 


through improved management procedures. lie felt that while tne Comptroller- 


General had made considerable progress in the last several years, the new office 


miecne Bureau of the Budget would be a more effective means of improving and 


tightening systems .>2 Stewart, in turn, spoke to the history of tie Joint Pro- 


gran as a reflection of the leadership of the Comptroller-General, but laching 


in the display of any real Executive Branch initiative. Since accounting was 


a tool of management, and the Bureau of the Budgct was considered the manage- 


Ment arm of the President, this seemed the logical place for the power to be 


mested, The proper structure envisioned by Stewart would have had the agencics 


looking to the Bureau of the Budget for accounting assistance and the General 


. . . ° « « ? ° - 60 
Accounting Office reviewing executive performance as opposed to doing the job. 


Considerable attention in the hearing was also devoted to the dcleted 


provisions for an accrued expenditure budget. Stewart testified that tne proo- 


lem with obligation authority was that it emphasized utilizing all available 


funds to justify future requests, and resulted in an administrative problem in 


administering thousands of allotments (i.e., the distribution of funds to suo 


meency levels for limited legislative purposes which nad to be separately 
eS Ser ren as 5 in 2 SIS SE EE gC RE RN a a OR te 


eps d. : 





-9ibid., p. 64. 
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Ss 
accounted for), ‘The accrucd expenditure budget would provide creater contro] 
to Congress and increased flexibility in the operation of arencies, Conerass 


would be made aware of the carry over of inventories and unfilled orders that 


the agency intended to use in the ensuing year, At the sane time, the eccrucd 


expenditure concept would eventually lead to administering budeets on broad cost 


limitations, thus eliminatins the use of multiple allotments. Since expendi - 


tures and costs related to actual receipt and utilization of material and 


services, there could be no last minute push to obligate funds,©1 


The General Accounting Office made a plea to include the accrued expendi- 


ture recommendation in tne legislation, 


In a letter to Chaiman Kennedy, Comptroller-General Joseph Campbell 


[Lindsay Warren was replaced in Carel 52 | Stated. 


It seems reasonable to conclude that the best basic approach to a re- 
view of the budget is one which provides for (1) consideration of a 
proposed work plan or program to be accomplished, (2) what was accom- 
plished in preceding periods and, (3) costs for both in terms of 
total resources consumed. . .. the budget can then be assessed in 
terms of (a) costs to be incurred, (b) resources already available 

in terms of inventories etc,, plus carried over funds, and (c) new 


money or authority needed. 


According to Campbell, the advantage to the accrued expenditure concept 


was that it gave Congress greater control over the level of operations, and it 


directed attention to mission accomplishment at a minimum cost. He countered 


¢ 


the argument that expenditures are the inevitable result of granting obligation 


authority with the following statement. 


An examination of present day practices in the long lead time area 


(procurement , construction, and research and development) demonstrates 
the obvious fallacy of this argument as evidenced by the extensive re- 
programming, multitudinous changes in engineering plans and SVeceii i 
Cations during the period of production. . .. Appropriations on an 


—— eee 


Clinid., pp. 70-2. 
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accrued expenditure basis would require a t3pe of cantinuiny budseet 

presentation and would bring out the adequacy of manasement planning 
° {) s 

Srvthe lackso tai. 


Tne provisions of S 3199 calling for maintenance of accounts on an accrual 


t 


eens were cenerally accepted by everyone involved im the Hearings. innlenenta- 


* 


mron Of the recommendation were in fact essential to use of cost based buczct 
64 


oa 


as 
M@eertied in other parts of the bill. 

The hearings pointed again to the problem of adequate staffing. Stewart 
disclosed that his Task Force nad found a single super grade civilian employed 


Hatnin the Department of Defense to perform accounting functions. This compared 


Merwesevcn super grade billets on the budget staff. 


Mien cONGiustoOn Of the testamonveci S 90199, it was agretd thateian sor atic 
Meeerrics of the bill could be carried out throug administrative action and that 
no legislative action was required. Included among these provisions was the sec- 
meen requiring a scparate Accounting Office in the Bureau of the budget. Also it. 
was determined tuat a section snould be added requiring submission of an accrued 


Bapenditure budget. Consequently, Ciairman kennedy directed the Comptrollcr- 


Bemeral, the Bureau of the Budget, the Treasury, and members of the staff to re- 


Meere the bill. The revised version, S 3897, was passed tiru the Senate in June 


1956, 06 


By this time, the Bureau of the Budget had acted to create a separate 


mecountins Office with Percy Rappaport as its first head, ©? 





SSinid., p. 18. 
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7:5 release as contained in: U.S. BUTreZuMOL tic budaety > “idl vst emo 
the Budset and Accounting Report of the Commission on Organization of the Govern- 
meme’, Wasninston, D.C., 1956, 
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The House considered 1.1. 215260) companion 07 IS to 5 5 sce 
and June 1956. During tne hearings, Clarence Cannon, chairman of the Louse Com- 
mittee on Appropriations, and John Taoer, ranking minority member of the same 
committee, leveled Droadsides at the provisions for an accrued expenditure bud- 
get. 
Cannon, in avbreviated testimony laden witi emphasis on the guardian of 


Ine purse strings role played by his committee, claimed that tne four billion 


Savings figure attached to implementation of the iloover recommendations was with- 


out substance. If anything, Cannon stated that the proposal for an accrued ex- 


penditure budget would cost the government money because use of "Contract Au- 


Pierity’’ would be required. The past history of Contract Authority reflected 


that Congressional revicw was not as close, thus leading to irresponsible ex- 


penditures. Also, the authority preserved ratiier tian climinated the unexpended 


balances that carried forward from year to year, °° 


Taber expressed almost identical views. lle explained that Contract Au- 


thority was easier to get since the appropriation of a firm dollar limitation 


was a year away. Under questioning from one of the bill's sponsors, he stated 


that the appropriations committee was already reviewing information on how much 


was spent each year on funds appropriated froin previous years; therefore, tne 


accrued expenditure budget provided no particular advantage in the review of con- 


tinuing programs. After further questioning, Taber acknowledged that he had no 


2 : ay: : eos 
objections to accounting for fund utilization on an accrual basis. 


The arguments from the powerful members of the Appropriation Committce 


was Sufficient to sway tne Committee on Governuent Operations. In House Report 
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U.S. Congress, House, Committee on Government Operations, Budget and 


Accounting, ficarines before a sudcommittee of the Committee on Government Upera- 
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Meee, 1OuUSe Of nepresentatives, é4tn Cong., 2d sess., 1956, pp. 155-59. 
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2754, Which accompunicd the reported versioisot i heelloco. the iGoverimens 


mecoyations Conmictec Stavuece 
i 4 


Tae comaittec Neard Strong testimony from tne Chait sie) tio eeum tee 
On pprowriations of tie ilouSesand tic Tankita minority Vee vomemce 
Gori ttce oojJCCtin® to tne acerucd (expendi tizesdevmeen pri) omer 


Eround tiateht WOumkd necessamigdes head to Contract atm@iority to, pro- 
Booms Vics cxtenced eiimone one fiscal vear, It 25 thl< tine ge 2c: 
Peonority wetacélicu Ceéwercssional Control, and it would not resi 7. 
merctits claimed. ‘On thesbasis of these objections and tic ont eecc 
own study’, tie provision for appropriations on an annual accrued ex- 
penditure vasis was deleted from tae bill, /Y¥ 


* 


ts 


were iS lattice Cwidence tilat the committee conducted any investicatic:, 
Or tie expenditure budgect question beyond hearing the testimony of Representa- 
tives Cannon and Taber. 

The amended b111 was not agreed to by the Senate. At the conference com- 


meetece that folloved, tnree Senate members refused to Sign the report without 


ie provisions for tiie expenditure budget included. The other Senate memvers 


asreed to sicning only after they were assured that the next House session would 


reconsider tne proposal. Public Law 84-865 was enacted in July 1956, and imple- 


mented the lioover recomendations concerning cost based budgets, accrual account- 


ing, and improved property accounting. In the process of compromising the orig- 


inal Hoover proposals, tiie final legislation concerning cost based budgets was 


weakened by adding to the requirement tne words "to the extent deemed desirable 


and practicable by the President.""/! This qualification apparently was a result 


of the Bureau of tne budget stand that cost based budgets would take considerable 


: ce 
mime to implenent. 
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meepous enawBrocedurcs, li. Rept. 2754, Sétn Cong., @d se@ss., 1956, p. 4. 
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7éretter Percival EF. Brundage to Dwight D. Eisenhower as contained in 
Bureau of the Budget, "Analysis of Budget and Accounting Report", Washington, 
Bee., 1950. 
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Att@@iot at An Accrued Expenditure budaee 


While the legais lative backeround to tie @eertal accounts CON LVEVCH oy 
Meeprimarily completed with tue study of P.L. 64-8635, it is necessary to folloy 
mie accrued expenditure budget proposal throush to its conclusion in order to 
@eemeene tull picture. Por the next two years, 1956 -) 1958, the ficit 2acuma 


73 


Botn houses of Congress. The Senate supported the original lioover proposal; 


whereas, the House led by the Appropriations Committee stood fast against any- 


thing that would alter the appropriations process. The Appropriations Committce 


held hearings and published a report in which the following points were made. 


i Contract Authority went all the way back to 1789, and had proved 


uiSatasfactory because of the concepts failure to emphasize the 


cost implications of starting up a project, 


2. The realities of Congress were such that Congressional members 


did not have time to review the future year implications of a 
vote for a single year fund request unless tie full amount of the 
project was visible. 

3. Congress presently reviewed program accomplishment on multiple 


year appropriations. 


4. If Congress was dissatisfied with the way a program was being 


carried out, it could rescind the moncy.. 


5. It was impossible to compare Congress and tne Board of Directors 


of a business because the size of government and the constant 


tugnovemmsat Concressional personnel fadc 16 impossible for 


members to be knowledgeable of vear to year operations. 


6. Contract Authority would increuse the number of supplemental 





73Financial Manacement in the Government, p. 28. 








58 
oudget requests submitted because the same degree of planning 
and review would not go into granting tae authority. 
/. Contract Authority would increuse administrative costs as the 


result of imnosing a second limitation on acencics wiich woula 


have to be separately aGegmntec tor. 


oS. Ine appeal of accrucdvexpencitures and contrac. autiicm isan 
an illusion. In reality it was a distinction without differ- 
ence. 


9, There was a tendency to pass over Contract Authority lightly. 


Once obligations were made there was no choice, but to pay the 


Divs 
#0. The carryover balance that accrued expenditures aiméd to 


e e e * e 4 
climinate was not confined to Appropriations.’ 


In June 1957, the Senate passed a bill through Coneress which would have 


impleisecnted the Hoover accrued expenditure concept unaltered. The House Con- 


1 


mittee on Government Operations passed a similar bill; however, the language of 


the bill was amended on the House floor to allow that the accrued budget would 


@eeused when the President had determined the establishment of an adequate 


accrual accounting system, and if the Congress chose to include the limitations 


in appropriation bills. It was this revised bill that finally passed both houses 


ana was enacted as Public Law Soeys oe 


Tne new legislation had an abortive history. In the 1960 and 1961 budgets, 





‘4 The Appmepriacwons Cazmittce’s vicws avemexpressed im detail in U.S. 
Congress, ilouse, Committee on Appropriations, Administration Plan to Improve 
Boncressional Control of the Budget, Hearings before a subcommittee of tue 
Som.itice on Appropriations, liouse of Representatives, S5th Cong., lst sess., 
Me7, pp. 51-59 and the companion committce report, H. Rept. 216, S5th Cong., 
Mee ScSS,, 1957, pp. 5-8. 
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™Pinancial Management in the Government, pp. 102-05. 





Several acencices estiiates wcre submitted with proposed cxpenl1 tune 117206 
Bongress in cach case, thougn, rejected exereising icin Onion cOea opie 
mae expenditure limitation. In 1962, Public Law 85-759 expired, and no imme= 


G@iate attempt was made to renew it. 70 


Sumnary 


The early history and lepislative background relating to the move to 
@ecrual accounting systems has been estadlished. Entering the 1960's the re- 
quirement for accrual accounting had been fully recognized and given statutory 
Bement in the 1956 amendments to the Budget and Accounting Act of 1950. 

Malle tae requiresients of the law seemed clear, the structure and basic 
Besponsibilities for carryingout the legislative intent were obscure. The 
Comptroller-General had rigidly prescribed forns and procedures until the 1950 
Act. Then in a compromise measure that ignored the advice of not only the 
Hoover Commission, but also findings of past studies and the considerable ad- 
vice of independent professional accountants, the agencies were given responsi- 
bility for implementing accounting systems in accordance with principles and 
standards prescribed by the Comptroller-General. However, no one in the Execu- 
tive Branch was charged with the responsibility for providing overall coordina- 
tion and direction to the program. As a result, the Joint Accounting Program 
emerged as a substitute device for motivating and leading the Federal accounting 
progran. Even this effort lacked Executive involvement.- The Comptroller-General 
provided most of the impetus to the program. while progress was made under the 
Program, the Second lioover Commission Task Force was already confirming tie sus- 
meei1ons of the First Hoover Commission: that suci a cooperative effort could 
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rosy (Oi urpose sec wines: 
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mot long endure or accoOmpiisin® tice sinc] 
Tne Second fioover Commission stressed tne need 


Meecucive airection. and believed tiegurceu of tie ul er qo fe fellow 


ra 


Mice tO assiic such TresponSiDllivics.  Uscer orescence, Tic oUTeauno 


1 


Meet created an Accoumtin:» DivisiOn wit aueissistaat Director as ec, 

Tne early history of accrual accountin. asplication in Government is re- 
vealing in several other aspects. 

Pitst, 2itiougn @t tis Stage’ 1m flee, accra) accounting per se in- 
Polved no particular controversy, the concent of tne accrued expenditure budget 


Mes creatine a furor within clements of Congress, particularly the House Apnro- 
oO oO > pi 


priations Committee who saw the concept as weakening their control of the appro- 


priations process. 


Second, the first attempt of the General Accounting Office to publish 
Seeouneins Principles teok on a conciliatory and ambiguous note that left a 
Peeat deal to the interpretation and discretion of the respective agencies. 


Third, carly problems of staffing were evidenced in spite of warnings 


by the First Hoover Commission tnat this was likcly to be a critical problem. 


Fourth, the role and interest of the Congressional Comnittees on Govern- 


ment Operation in the form and adequacy of accounting ineasures was clearly 


established. 








CHAPTER III 


A REVIEW OF PROGRESS IN DEVELOPING 


ACCRUAL ACCOWRIING SYSTLaS 
1964 Congressional Hearings 


Meenoucl cre LitCrature 1s Sparse, cine period of the carly 1950's 
apparently saw a push on the part of some agencics to install accrual 
accounting systems and to accomplish the otner financial improvements 
Mmequircd by law. The record shows that a large numver of accounting 
systcms were submitted to the General Accounting Office for approval dur- 
mis the first half of the 1950's," 

The 1956 annual report of the Joint Accounting Program claimed many 
financial management improvements had been made (e.p., use of forty-six 
cost based presentations in the 1953 Budget). 

In 1957 the new Accounting Gffice within the Bureau of the Budget 
published Bulletin 57-5 which directed agencies to review their financial 
systems in light of the new legislation, and to submit a planned progran 


for improvement, These responses were to be cxamined by the three Central 


agencics under the Joint Accounting Program who in turn were to discuss 
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io. CONeress, 1ousc, Committee on Govemipent Operations, Suyc3ssions 


Of Acency Accounting Systems for GAO Approval, Hoarinss before a subcommittee 
- ON an EE ey ae = 


Of the Committee on Government Gperations, liouse of henresentatives, SotlieConye 
2d sess., 1964, pp. 69-75. 
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Joint Program to Improve Accounting in the Federal Goverhment, 6th 
@enuial Proeress Report, (Washington, D.C.: Government Printing Office, 1956), 
pp. o- 
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problens with @ife acencwes in an aGttenpe tO) exoedi te ticeciances 
quired.> 

That these efforts and the attempt to impose Accrual Accounting 
Byetems on the asencics were not very successful becare obvious in 1568 
when the House Committee on Government Onerations decided to hold hear- 
ings on the progress being made. The Comptroller-Gencral had heen 
given the authority in the legislation already described to review and 
approve accounting systems that met the publisned standards and principles. 
In early 1964, Comptroller-General Campbell made it known that only 
forty-one of the one hundred twenty-cignt Civil Departments and one De- 
fense accounting systems had been approved. (See Appendix I) This dis- 
evosure led to the first of four hearings held between 1964 and 1968, It 


should be pointed out that while accrual accounting was not the sole re- 


poe 


Seeeeeent fOr the General Accoumting Office systems approval, it was the 


° 
eentral requirement, and the one causing the most difficulty in getting 
systems approved. 

During the 1964 hearing, statements from only the tiree central 
meencics (i.e,, the General Accounting Office, Bureau of the Budget and 
the Treasury) and the Civil Service Commission were considered. 

The Conptroller-General pointed to several contributing factors 
to the deplorable condition that existed. 

(1) The size, complexity, and changing nature of many Federal 

Departments complicated devising adequate accounting systems, 

(2) Lack of interest by managers in fulfilling accounting re- 

sponsibilities. 


(Ss) Lack of enthusiasm for changing old procedures. 





“Ibid., p. 7. 
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(4) Lack of understanding as to how accrual data aided the manacer. 


> 


(5) Failure to assign sufficient personnel or devote sufficient 


funds to do the job. 
Mas testimony also highlighted the absence of General Accounting Office's 
authority to require agencies to submit their systems for approval, and the 
time required in reviewing and approving a system once submitted. In the 
Maecer respect, it was explained that the approval proccss might take well 
over a year. 

The most revealing testimony was delivered by William J. Armstrong and 
Timothy E, Russell, both of the Office of Financial Management in the Bureau 
of the Budget. Armstrong's opening statement cautioned against usine the 
number of systems approved as the only measure of accounting progress. He 
contended that requirements to continuously update systems in line with new 
programs and interpretations of related accounting principles considerably 
delayed systems approved. The delay was also extended by the need to arbi- 
trate differences of opinion with the General Accounting Office and to docu- 
ment system manuals. Armstrong used tie Atomic Energy Commission System 
as an example of the time involved, This system had taken four years to 

5 
approve from the date it was submitted. 

Armstrong cited the increased use of cost based budgets, and claimed 
that many agencies had begun to question the requirement for use of the 
budget as the result of the House Appropriations Committee insistence on 
requiring a second budget on the obligation basis .© 


He then provided insight to the role the Bureau had taken in Accounting 





‘submissions of Agency Accounting Systems, Heurings, 1904, pp. 6-7. 
ememogmotgieee D 
"Ibid., p. 46. 


“Inid., p. 43. 
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MevClopment. This resulted from a discussion Of some diftierecnces an onion 
Mmereween the agencies and the Gencral Accounting Gffice. As an exanyic, 
me ictin 57-5 had been interpreted by the agencies as tequaring the con- 


mersion of obligation data to accrued expenditure data on an annual basis 


hose areas where cost data was not used in day to day operations. The 


ct 


an 
meneral Accounting Office felt that the conversion should be on a nonthly 

basis, and in 1962 had published a memorandum dictating at least a monthly 
Semversion. Many of the agencics felt the conversion too costly and of no 


Benefit, The agencics were arguing with the General Accounting Officc, 
ma in some cases refusing to change over until a trial had proved the 
Seeee Cr icctive and efficient. 

itis revelation broucht a pointed response fron tic Committee. 


Way doesn't the Eurcau of the Budset back up tne General Accounting 
Office and tell the agencies instead of testing anu arguing to meet tire 
Memeerds, .. . It scems that the Bureau . . . hasn't taken a fitm 
Stand. Don't you nave a duty to follow up more vigorously than you 


have? 


Armstrong. I think that the Burcau of the Budget has been supporting the 
enema. Accounting Office statement of principles. Last year... 
the steering committees of the joint program met with most the large 
egercies to talk about these specific things. 


Committee Member, Still you allow the agencies to test, to argue about 
the various standards. What have you done to follow up on this May 19, 


momeleecer’ ([Comptroller-General's letter to Agencies calling atten- 
tion to the poor status of systems approved. ] 


Brmstrone. No, we haven't taken any action as a result of that. This is 
a further action by the Comptroller-General to try and speed tiem up. 


Meeamittee Member. Where does the Bureau of the Budget fit in the picture 
other than mecting in this joint committee? Do you feel you have any 
eeeporsibility in directing the agencics to comply? 


memstrony, I don't know exactly what you mean by "directing to comply". 
maeour bulletin 57-5 we laid down the requirements of law; we referred 


iemeere Gencral Accounting Office principles; we sect our criteria that 
should be followed by the agencies and we asked for annual reports on 


Beorress. Do you mean something in addition to tnat? 








Cowiittee Member. Yes. It woulc Secmetoete tit 17 son) Oe cee cue 
have authority to sgced up the operating acencies it is tie bureau of 


tne Budget. Do vou feel tet 1s a tai sine jee ar 


Meistrons. Yes. . «4. that iS carried out by the Bureem of the 7ucce: 
timouch the . .. jJOInt propran. 2 3 ..WGecOu1t sO tielpeeaiiice ge nl 
@joint prozran, te do not go off separately) and deal with aaeienc, 
on suci problens. 


Meier on, tir, Russell continued. 


I think throughout this program we have followed the directive of 
Beneress in section 115-A of the Budget and Accounting Procecures Act 
mei50, that the responsibility is on the head of the Department to 
meieup adcquate accounting systems. “We rely heavily on that. Insofar 
aseene Bureau of the Budcet is concermed we have assidiowsly avoided 
mreesituation where re would move in attempt to do the job ourselves. 


Coi.nittee Member. It seems to be that the agency has the initiative to 


establish the system. If the system falls short of standards, that 
sonething more has to be done, All you fellows have cone from that 
point is continue discussion and persuasion. 


Russell, .. . that is exactly what we have done. We have a problem in 
attempting to assure these people that some of the technical changes 
Pemee them to make would really be good for them. .. . 


Mommattec Member. The difference between you and me... is that you 
Seemero think they are the final arbitrator of whether their systen 
is good for then. 


Mmieseli. In terms of accounting principles this is very true... . 


At this point, Committee Chairman William L. Dawson reprimanded the Bureau 


of the Budget representatives. 


We have a new system in our country, because that is the way the 
laws are supposed to operate. They [agencies] cither have a job to 


do or not do, They are either going to carry out the law or they 
memuee, It 1S your job to sce that the law is enforced, Why don't 
you ve a good policeman? 


memstrong, We are trying to carry out the law. We ask for tie target 
dates. 


PawsOn in apparcnt disgust. Fourteen or fifteen years, and they haven't 
done_them yet, and you are still asking them to please comply with the 
law, 
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The testimony by the Bureau of representatives dlsourotloctc eda eat 
or their predlem in enforcing the installation of systems. armstrong dis- 
eussed the May 19th Comotrol wer-Gencral letter in whicn the Gencral 
Accounting Office announced that the audit prosram was bcing adjusted to 


Meeompass a review of the agencies whole financial systea. The chanae in 


emphasis would result in reports providing information that the Bureau had 


not had in the past. They had previously relicd on the annual reports re- 


oO 


meeed by Bulletin 57-5 to obtain information on wnicn to cvaluate progress.” 
meewcusclosure reflected the inadequate staff within the Bureau to conduct 
daily type of on site review or follow up to directives. 


Anotner question addressed was the reasonableness of time schedules 


an developing and submitting systems for the General Accounting Office 


approval. Although no direct answer was provided, the Bureau of the Budget 


; : nae og 
Spered that three to four ycars should be sufficicnt. 


G@iesircasury Department, in appearing before the Comaittce, outlined 


their concern for sood financial management as related to the need for 


Bentral reporting, disbursing, and cash management. In this area, tne 


mreasury believed the agencies were doing an effective job. Progress made 


by the agencies had led the Treasury in 1960 to begin publishing annual 


financial statements showing liabilities and year end balances of unobligated 


and obligated, but unpaid appropriations. This data was possible only through 


mee Of accrual accounting or the conversion of obligation data. The Treasury 
acknowledged that some large areas (e.g., Department of Defense) were not 
Complying with the requirements and that others complying were using tne con- 


version formulas and not necessarily using the data in day to day opcrations. 
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The Treasury advanced an argument for accrual accounting that only 
fost data progiced a significant relation to the period in which work was 
perfomacd. This relation provided a challenge for management to increase 
production and reduce cost. If management would realize the potential benc- 
fit, accrual accounting would come into being. |} 

Their testimony also stressed tnat the new General Accounting Office 
adit procedures would permit greater visibility of the true accounting pro- 
press bcing made. Past reports submitted under the Bureau of the Budget 
Bulletin 57-5 and compiled into progress reports included in the annual Joint 
Financial Management Improvement Program report were distorted because they 
gave only the agencics own cvaluations., In tie past, the Treasury recognized 
that the Gencral Accounting Office was the only azoncy staffed to work on 


mie iront lines with» the agencics. The Bureau of the Budget and Treasury 


relied on the written and spoken work. 


¥ 


rlouse Report NOe te 


As a result of the 1964 hearing, the Conmittce on Government Opcrations 

pudlisned House Report No. 179 in which it was found: 

1. That the provisions of the 1950 Budget and Accounting Act requiring 
accounting systems to be established in accordance with principles 
prescribed by the Comptroller-General had not been complied with, 

2. An apparent lack of interest cxisted among agency officials. 

oS. ihe Comptroller-General had the right to anprove or reject systems. 
Failure to comply with his determinations constituted a violation 


of the how, 





Peibid., pp. 62-3. 


libid., pp. 67-8. 





4, Congress had the right to expect agency compliance with the lax 
and determinaticns made under the law. 

>. dlany ascneles were Operating with amedequatc controle cr 10. ern 
Ment Eesources, 

6. Agencies had distressingly put accrual accounting into use on a 
piece meal basis. 

7. The Bureau of the Budget had discussed accounting problems ex- 
tensively with the agencies, but the outlooks for discussion did 
not seem promising. Some more positive action appeared needed, 

8. The Joint Financial Management Improvement Program gave rise to 
"an unduly rosy description" of the present status of agency 
accounting systems. 

S$. The Comptroller-General should have taken steps prior to tlay 1964 
in pressing for systems subnissions. It would appear that a 
policy of direct assistance to delinquent agencies should have 
been foilowed. 

10. The Civil Service Commission had limited financial training 
primarily to the Washington area. Efforts to upgrade financial 
Management positions had been late (1.e., 1958). Those agencies 
most in need of training as indicated by the status reports had 
shown the least interest. 

These findings led the Committee to make recommendations that: 

1. The agencies promptly take efforts to cstablish approved uccount- 
Ing systems, and to establisn target dates to be adhered to for 


Supmittine SxSeems to the Comptroller-General. 





US. Congress, House, Committee on Government Operations; Submissions 
of Agency Accountins Systens for GAO Approval, ff. Rept. 179, 89th Cong Pore 


o° 3 
Mess., 1905, pp. 35-6. 
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2. The Bureau of the Budget and Treasury should take more 
Vigorous action in spurring the submission of accounting systems. 
ie ihe Cameo easaeeeaen MabSnSITy hissmevien of paccounmin.: 
SYStemsS cme /TOWidouocoas Gance stoat icuagenCcieceimuiave | aagaae 
S) Sites = 
4. lImercascd empiasis be given to Garecr developnicnt prograis, and 
inproved techniques for evaluating the quality of candidates 
for financial aoe positions. 
5, eneresfinancialenanagesentecoursesmpeeineliided ine@ivil Service 
general management training. 
6, More consideration be piven by the agencies to attending financial 


management courses in civilian institutions. !4 


1966 Coneressional [learinss 
eee erence etre A SATs Aes i Sean 


House Report 179 nad announced the intentions of the Committee to hold 
further proceedings in witich the agencies would be heard. This led to a 
hearing in September 1966. Although eightcen months had passed since the 
first review, the status of approved accounting systems had barely improved. 
Only fifty-five of the one hundred fifty systems subject to approval or thirty- 
eignt percent were approved. (See Appendix I) 

In spite of the intention to get first hand information from the 
@eencics, only the Department of Health Education and Welfare testified. 
mie tiajority of the time was spent in hearing the new Comptroller-General, 
mever B. Staats, and the Chairman of the Civil Service Commission, John \. 
macy. 


mresCommntroller-General farst addressed tite areas where the Generai 





mibids, ppy 6-7. 
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Accounting, Office had been fourd wean 6) .i0use cp oremty Jc oe 
General Accounting Office had increased tne time and cffort devoted to re- 


viewing agency financial management matters and his staff had been placed 
mendcr orders to provide tne agencies all encouragement and stiniulus possiblic-. 


fre “Accounting Policy Staff had oeen increased from fifty to two hundred 


> 


mPiteen people to work solely with the acencies.!9 


Dre aAccOMmlti Mmeprinciples firse=puplisica in Toceiad bpech reviscd 
gn 1965 to taxe into account the various chances that had been effected by 


16 7 


separate correspondence over the years, omnes principles will later =be 


Pxananed in some detail. 

A review guide "to provide additional assistance to Federal agencies 
in developing their accounting systems to the point where they are adequate 
fee sOllowed the principles in April 28606. The guide, presented in a 
series of questions about systems development, provided a step by step guiae 


to the requirements in submitting systems to the General Accounting Office.?? 


Staats then elaborated on new developments since the earlier Hearing. 
Detailed discussions with the asencies had revealed that one of the most 
pressing problems arising in complying with the law was the shortage of quali- 


fied and trained staff. As a result, the Civil Service Commission had been 


invited to participate in the Joint Financial Management Improvement Prooran, [5 
Staats brought to the committee's attention a memorandum to all Federal 


departments dated Nay 24, 1966, in which President Lyndon B. Johnson had lent 





oy is, Congress, louse, Comaittce on Governnent Operations, Subnissicns 
Bt wecncy Accountin« Systens for GAO Approval - 1206, licaring before a suv- 
Memaittce of tue Committee on Government Operations, liouse of Representatives, 
Ment COny., 2d sess., 1966, pp. 5, 4, and 5U. 


l 
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ot 
his personal support to tne move towards better financial management. Johnson 
mreed tnat: (1) sccolnting systems conforms sto the preserincd. princi css 
a vigorous program of recruiting top financial people be developed, (5) finan- 
Sial reports prowide acequate Support to tne new Governnent wide Planning, 


Programming, and Budgeting System, and (4) managers be given the basic tools of 


ees: , : 9 
cost oased budgets anc financial reports that assured maximum cost reduction, }* 


Planning, Programming, and Budgeting (PPL) introduced within the Depart- 
meme Of licfense in the Early 1960's, had been made a requirement for all 


agencies in 1965. The system provided a framework for projecting cost esti- 


mates in teras of broad programs and available alternatives over an extended 


period. The establishment of the system provided an impetus to the move to- 


wards accrual accounting since to be successful actual program costs had to 


. 2 
be reliably collected and compared in the same format programmed, “9 


At the conclusion of Staats’ statement, tie Committee questioned him 


on tne continued slippage in time limits for submitting systems for approval. 


Staats claimed that recent meetings with the agencies had resulted in be- 


Binnning, to get more realistic schedules. Two of the problems in the past 


mad been lack of Presidential interest and doubts on the part of the agencies 


as to how serious the Congress was. Ile pointed to the fact that current 


deadlines did not, except in a few cases, extend beyond 1968.7! 


Turning his attention to the appropriations process, Staats implied 


that the Appropriations Committee was more concerned with annual authority 


required than program costs to date. This led Clarence J. Brown of the Con- 


mittce to ask: 





LD tbid., 


“>, 
_ 


’Ibid., p. 45. 








*libid., pp. 27-30. 








Well, do you taoink chat perndps tho Contress iccohiaa ce 
responsible? dn Otner words, penis apart er ote 2 eee 


} 


some of the Federal agscencics in adopting your approved accountin- 
4- 
u 


System 1S a result of tie Appropriations Commit cccsto, 1 en! Oca 


and the Senate not favoring or perhaps not insisting upon the new 

systems. because icy arestoo tani liar sand compe ut ies lene 

GClc procedures: 
Becars replied. Perhaps tie in@erest of the appropriations commitvec 

has not been as_ clearly or snarply expressed as the interests of 

mils cOnmittes.=4 

Staats’ testimony also revealed the late start of the Civil Service 
Commission in developing training programs to aid in improved financial 
management, In speaking on Commission efforts to work out an intra-agency 
memay program, Staats indicated that the program had begun only in the 
prececding six months. 
James F. Kelly, Comptroller of HEW, was preceded by a General Account- 

ing Office representative who laid the groundwork for evaluating the HEW 
testimony, It was pointed out to the committee that Ii[W had none of its 
Clight systems approved. At the 1964 Hearing, none of them were even 
scheduled for submission. However, in early 1965, a date of July 1965 was 
miven 2or Submitting the system for the Office of the Secretary. This 
system was to become the model for submitting tne other systems, The Office 
of Secretary System was never submitted. Based on the General Accounting 
Office's displeasure at the piccemeal approach, a revised schedule was 
developed which included plans for all Department systems. The Office of 
Secretary System was scheduled for December 1966, three systems for December 
1967, and three systems for December 1968. Inspection had led the General 
Accounting Office to believe that inadequate planning and staffing was be- 


ing performed to meet these dates .“4 





Sabi eeSoe 


*3ibid., p. 52. 
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‘Ibid., pp. 55-57. 





ac 
ner Kelly took tac stung, Ne spoke primarily CoM ien ioe. 
fe he shortage of A @malificdsseyseens cena staff throughout 
the Denamerent: 
eo Incptummovernsete@avandaoic persounel- 
3. <aAttention being directed away from systems cevelopricnt and to 
day tovdayveprovleis<a5 thegmesult Of iki > ra eexpasaiene 
feo wOcermii Ni new DGSerway tTOPECCOrTaNeosts Om rants olvVenmromtie 
Sates 
Meecme later case, tue question tnat arose was whether tne accrual concept 
allowed simultaneous obligation and expensing when the money was given to 
he state or whether some type of report was required from the agency as to 


- 


“* 
the time frame in which funds were actually spent.~° 


£907 “Coneressiondl Mica rics 


kelly's testimony concluded the abbreviated hearing; however, the 
Seairtcee announced that it would continue the investigation at a later 
mec. Consequently, hearings opened a third time in July 1967. By then, 
the overall status of approved systems had shown slight improvement. As 
detailed in Appendix I, sixty of the one hundred fifty-four or 38.9% of 
the civilian department systems were approved. 

The 1967 liearings concentrated on reviewing the agency side of the 
picture. Questionnaires were sent out to selected agencies, and additionally, 
several Departments were invited to appear in person. 

Comptroller-General Staats led off tne hearing and related that the 


Office of Policy and Special Studies had been designated as the focal point 


Within the General Accounting Office to assist agencies and view progress. 





*ibid., pp. 68-9, 76-7. 
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This new emphasis was accompanied by a change in review and approval pro- 
ecdures. A third step requiring sUpmission of princi nlc ganic Stance Cae ao 
lying systems was added to the existing requirement of anprovins systems 
design and systems in operation. It was hoped that the new step would assure 
agreement between the agencies and the General Accounting Office before great 
time and effort was spent in more detailed systens development. The new step 
would also reduce the time the General Accounting Office spent in reviewing 
and approving systems. The change was incorporated into the General Account- 
ing Office Policy and Procedures Manual in May 1967, 2° 

Another improvement attained was the identification by the Joint 
Financial Management Improvement Program Stecring Comnittee of several cases 
where accounting data was providing managers cost and financial information 
that was being advantageously used in daily operations. These cases had 
been written up and distributed to all the apencies.~/ 

A final initiative announced was the inclusion of the Civil Service 
Commission Chairman as a principal member of the Joint Financial Management 
Improvement Program, This move came as the result of repeated complaints 
Erometic agencies of not being able to find sufficient competent people to 
met tie job done. 78 

Staats concluded by stating that a significant increase in executive 
agency activity had been directed towards cstablishing useful and approvablc 


accounting systems. 





ous. Congress, tiouse, Committee on Government Operations, Rate of 
Beeatess boing ‘lade by Governnent Agencies in cicetine the Requirements 0: 


ee. eee ee 7) a ee |. ee) eee. ae ee " ie PON ae cs a 
eeerrmaect Anc .CCOMmItLIN. Procecures Act or FYo0, iewurinls ociore a sub- 


Seeuees of tic Committee on Government Operations, Mouse of Representatives, 
semi COone,, lst sess., 1967, pp. 4-6. 
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During the question period that followed, Staats stated that in the 
case of some of the smaller agencies, where costs were primarily in the 
nature of personnel services and SUppOrt costs, dcerudl  eccoultingees snot 
momsadercd very inportant, (Ile also 1¢entifiledsaspr on leneine( Ona s>s oe 
fumding costs for additional people to install improved \cccumtine syote.s. 
mecOnmittce question concerning the cost saying resulting from installation of 
@ecemtal systems clicited the response that savinc could not be readily measur- 
ed. 29 

mlepdisciussuon ledeostheworcaiizaeienwanl operctronmonsuie ion: 
Mmimancial ilanagement Improvement Program. It was disclosed that the chair- 
Rem@siip of the sterrins committee was rotatcd cach year among the agencies, 
Pimtndat the committee met bi-weexly, Staats indicated that recently there 
had been only two mectings of the principles and that this was perhaps not 
feweiny as there might have been, Ic continued, 

ecient {Jb ilY |eis.agvermuuserul arraneenent even if atedid 

nothing more than excnange informution about what each agency 1s 


cine in tiiclr respective Tielas . .. Tney put out an annual re- 
port too, which is a project sponsored by the four agencies now. 


mediseooint, «Ir. licltzcl of the General Accounting Office interjected, 


I know ir. Staats would not claim the credit, but .. . he is 
the one person who has done the most to revitalize (italics minc) 
the JFMIP. . . . There have been meetings which we have not had 


before. 
Mr. Hardy of the committee observed: 


It occurs to me where you have three heads you mignt not 
have any. 


Rewmeze! replied, 
Me did not have any chairman, as I recall, of tne sStceringe 


committee for years. It was just last year that we adopted the 
new procedure of having a rotating chairman,°¥ 





€ 
evibid..)ppe 27, Sly and 35. 
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56 
Later, Darlan;ton Denit, Director of tive Gi1ice eof Surve.0 Mowe. 


gn the Departnent of Gre Interior, also ddcressed tiewloin: gee ee 


— 


ment Improvement Progran 


the financial manascsen: tagrovecn< Drovraa a2 
t assistance Dasis to inn. genar eee Ss. by Lae 
Ql WANA SOHC Ee DEO VGriCnHEe LOG eClS.TCpO Rc eamem 
the Dbudget Sureau ennwelly anc tre redistribution or nunlication 
Bietiiose, one Can by Sshamime tieenperlénce Of Other epartwemes . 
Mee seme Inshgrt 1700 arens BNSre Ene@wme migiG pe Bia OVenenits ont 
T am not avare that dea eC or voverimacnt , CONE FO eC or 
Sinervise, has te this point prescrived ay principlics or proce- 
mares forpadaptinge to the PPB for example. °! 


I do not@tina:. 
spcmiccd On a diree 
assembly of financi 

a 


Y 


These comments provice direct indication that the Joint Financial Management 
Improvement Program, although a positive force, was considerably less than 
the powerful source of coordination, direction, and leadership described by 
Eindsay Warren, the Dureau of the Bucget, and tne Treasury at the time of 
the hearings on the First Hoover Commission recomendations. 

Philip S. ilugnes, Deputy Director of the tureau of the Budget, addressed 
ae criticism leveled asainst the Bureau in !louse Renort 179. Accordins to 
fees wewmuch progress had been made since that time, The examiners in the 
Bureau had been actively working witn tne agencies on improving accounting 
Systems and in developing cost information in budget presentations, ‘The 
installation of Planning, Programming, and budgeting had provided a thrust 
to the generation of more meaningful accounting data. This emphasis was 
wemaeecarricd out by the examiners witn suidance proviced from the Office of 
Financial Management. The annual report of tie Joint Financial Management 
Improvement Program had hishlishted the 1964 hearinss, and as a result of 
Pemeetil) No. 65-9, acency improvement efforts were reported to tic Bureau 


for evaluation and follow-ups. Action taken stressed the need for earlier 


and firmer target dates in submitting systems to tue General Accountin «OF Tee 
a nr SPP PP A 


eibidee pe 72. 





’ 3 Ne aie : Bee a i an ae Sie ary stccie Sree aey e ieee 1 - ee ano eee SR ROnG arto a aes 
Bulletins 6v-v and co-5 also emphasized tne need for pronpter agency action 
. ~ => 408 7 wae pe ~ 8 Se aeeens Paral ce $ Lo » v e . wees cia Fae ~ 3 a ~ yrs 142 * . } 
er the Geta Alege Ce COU tiamc aaisaka COS E Bums t dTCas, ic ei oie 1 he aie tar ye Cee 
e . Eats on - "ata : a - ing = ¢ Pes nt ial > 1 ma . e ~ a} ¢ - 
Sraiiing ofanpmda tied financial personic). ne PPULE Ah -SEVCSS CU cikitenconccs 
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S 
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neve SMenatliv Pimaink wap. 

iuenes cancisgky admitted @ifat the leac role in ageountine svsteis 
Beveiowient,wamd in the progress made belonged to the General] Accounting 
eee, ACSSrulni to liug..cs, tile Bureau's “limiteu size anc diverse responsi- 
Pemeeies require tuat owr role ee primarily one of leadccrsiip stimulation 
pamee riodic revieewm of status." The leademship role was fulfilled thru the 
Paeget CXuwaIiners assigned to the agencies. 

tne Departncmisge or Lavor, Interior, Agriculture, and MEW discussed 
PecOuntinc proplems and progress from the apency side. 

jive tlepgartnent of Lavor, with none of 1ts tne systems approved, 
Seccca tilat their cfforts at improved accounting had begun in earnest only 
Mee eexears Carlicr. Prior to this date, no centralized direction had bdecn 
Meeviaed. Prosress had still bcen slow Since the magnitude of tne job had 
Bec umeercstimated. In 1965, the accounting staff of the Department was 
ancreased from two to six system accountants. The installment of new pro- 
grams under the Manpower Development and Training Act had repeatedly pointed 
Peo tne meed for better financial information. As a result, new procedures 
fon administrative control of funds, and a departmental gencral ledger 
accounting system were implemented, a computer based property accounting 
Mesceme was installed, and the firm of Touche, Ross, Baily, and Smart was 
Bemeractcd to cevelop a liecpartiental cost accounting systen and a complete 


Mecounting system for the Buneau of Employment Security Federal-State 








“Ibid. , pp. 358-41, 
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enployient Security agencies. inls CoNtrict sy as. (oO Cos G0 a oe 
Boc!) tiat the system would Devopemetive stantial ie) One dm ies 
ie : ee 
M@nted by September 30, 19658. 
Darlington Penit of tne Departmentyot the lntegnemetolud thevGonjittce. 
Despitestie Anpli Gmeiens of Bne ISSU)ancicasnes. to tic budget uand 
Accounting Act and Public Law 84-865, . . . top management in most 
me eral asencies has been preoccupied witn the stewardship or custo- 
@emeiciiy pase of finance. . . . imis stress misplaced af you wil) 
ieee Neen encouraged by persistent demands that appropriation requests 
Wewstatcd and justified on an obligation and expenditure basis. ... 
Ij top management made demands on financial officers for data, tne 


aaa requested were controlled by tie there of “now mucin of the 
Beetopriation authority granted to us has been committed,"%5 


memmeecaicn Claimed that the Interior record had been relatively good with seven 
systems approved between 1950 and 1958. The period 1938 to 1963 saw a slacking 
Permemeecifort., This had the effect of discouraging good financial systems 
people from staying on or being attracted to the Department. In 1965, how- 
ever, the Office of Survey and Keview which Denit headed was created. Result- 
insly, documented accounting systems were submitted to the General Account- 
Mememirce tor all delinquent agencics. When the 1966 Presidential memoran- 
di on Planning, Programming, and budgeting and the General Accounting Office 
Gieaee SLOP Submission procedures were issued, Interior felt it necessary to 
withdraw all systems to take cognizance of the changes. Eight systems were 
in tiie process of being revised. One of the systems was being developed by 
the Management Assistance Corporation for $100,000, °° 
Denit's testimony brought out the fact that most of tne systems pre- 


viously approved in the 1950-1958 time phase were just as badly in need of 


PEViS1i0On as the systems recently withdrawn and being worked on. This 








P'ibid., pp. 46249 and 55. 
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revelation led to an excuange in which tne Committce expressed displeasure 
at the "rough snape" Interior appearcd ead © jeeoceiiiaelge) sein ae 
Beine taxen-on any buy the one systemepeine cevelojedss coi. rac ee i 
Bemeittce staff was directed to met together with tie General Acecuntin gsc, 12 ce 
Smeminterior and mace a special review of tiie situation.>’ 

HiemPepurticent Of ASTI CULEUre witht Ve .dn 1ts Tiuech ee ystc.s 
@epoved, likewise found themselves uncer attack by the Committee. Charlies 
Peeerant, Director of Finance, delivered a statement in whicn the following 
points were made, Between 1950 and 1961 numerous systems were submitted to 
the General Accounting Office. Many of these had been witiidrawn by the 
Department or rejected by the General Accounting Office. Eight systens 
Bereereturned in 1965 because they didn't tahe into account the monthly re- 
fmumeement for convertins obligation to accrual data or depreciation expense. 
peremencd cffort was spurred in 1965 and four systems were forwarded to the 
Comptroller-General. Three other systems had been ready for submission 
Seeemeethie Gcncral Accounting Office requiremént that systems be operative 


Meaeeeon misunderstood. To accomplish the current development effort, tie 
systems staff had been increased by forty per cent and contracts for 


$5,500 and $47,000 had been let. It was also anticipated that several 


additional contracts might have to be awarded before all fifteen systems 


were approved, °° 


Brant "Ss Lestinony again raised the question of the time required for 


submitting systems to the General Accounting Office, and the delay in approv- 


Mvemtae system Once suomitted. In the later case, Grant explained that tie 


meemeto.es prescribed by the General Accounting Office were imprecise as to 





STIbid., pp. 69-73. 


S8ibid., pp. 74-5, 77, 79. 





60 
conditions. under which principles had to be vanpied ie UsewOn se ese eee 


fying word "generally" was given as an example. Tnis situation resulted in 


+ 


Bae need to bargain with the General Accotmting Office on thecextent to 
Salch a principle had to be applied. Reconciling tne differ@mees toe time,” 
HEW was tive last agency to be heard. James F. Kelly, Assistant 
Peemetary of the Comptroller Department, described the “umbrella systen" 
under development that aimed at providing a framework for integrated De- 
Meremental Accounting. The system had been submitted to the General Account- 
ing Office for approval and/or advice, 
Kelly reiterated the grant problem facing HUW, This he saw as a 
Pabancing of the opposing interests for climinating needless reports that 


impaired state and university management, and the need for improved, and 


more effective managenent of the grant prograzs . 10 


He also revealed that the HE effort was requiring seventy-eight 


Diilets, plus five new billets were being requested in the current budget. 


Additionally, the Department had outstanding system development contracts 


for $29,614; $38,000; $93,000; and $91,500. “Sore contracts were anticipated. "! 


As previously mentioned, the Committee considered responses to 
questionnaires sent to varlous agencies. Several of the problems disclosed 
warrant ¢cxamination. 

The State Department emphasized difficulties caused by the physical 
separation of its facilities. Foreign Affairs for instance was operated 


through central Washinston offices, one hundred eighteen embassies, and 


one hundred sixty overseas posts, and provided reinburseables support to 








mebid. , pe 75. 
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other Governmental ascncies. The Lepartment also stated that 


ucst1ons as to the cepree Of etal Tequered 1 0em oa et er cose 


4 
a4 


meovaccrual accounting @emapmeceuuiresolved. Evalagions wWitnintic be- 
Beewment had resulted inoa@ concensus Opinion that the cost ¢i accrual 
so 
“hc 


Mita iar outweigned the Demefits. 

dhe Defense Deperca@at spoke to its ciiorts (desig@mated Project 
Prime) to establish an accrual accounting system for operations and main- 
femearce tunds, whereby one hundred percent of the resourccs used by a 
Sgam@ander would be charged to him. Free use of military and certain 
Beaemerical charpes would be eliminated. The system had run into a 
stumbling block when the House Appropriations Committee has refused to 
Mimemcacvelopment costs aad urged further study of the principles involved. 


tie HEWoand Department of the Interior responses both identified 


Jove 


the procurement of additional professional accountants and the education 
of financial and program people as the biggest problems they faced in 
delaying the development of accounting systems. The Small Business Admin- 


istration similarly identificd a recruitment and retention policy.“4 


The 1967 licarings were followed by a published report (liouse Report 
1159) in which the following findings were enumerated. 
imeouiere has been a notable increase in the activity to produce 
adequate accounting systems. 
2. There was a noticeable increase among agencies in the realiza- 
tion of the potential benefits of good accounting data. 


5. The General Accounting Office has increased the amount of 





‘“Ihid., pp. 103, 107. 
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cooperative etfort. being  oTnovicsd se oe 

4, Sanctions against delinquent arencies may be necessary. 

5. re Bureau om tie Budget has been more visorous in thei; 
recent cfforts; hesever, ste -er adetion muy he needed, 

6. Systems anpwete@ prior to .l965 needato be re-cx@mined. This 
procedure should be formalized. 

ve hne-Ci¥il Seavice Céwelssion nos preredeup 1ts recruriient 


and training programs. Lack of Funding was hanpering the 


a 45 
teaining cifort. 


nese findings led the Committee to recommend that: 
1, The General Accounting Office snould publish an annual report 
on accounting progress. 
2mm Good examples of tae use of accountings systems should continuc 
to be iirculatead, 
oe Previously awpreved systems should be reviewed under a 
fOmiial zed procedure. 


4. The Bureau of the Budget should work more effectively in per- 


suading agencies to make improvements and in promoting the 
use of cost data. 

5. The Civil Service Commission should maintain close liaison 
With the agencies to ascertain that courses are in line with 
their needs and to solve funding problems in sending personnel 
tO tiie courses. 

Oe Agencies si@m@id seme both finuncial and management people to 


Mie VappmopRiate rv) Service Course. 
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7. Realistic tarccte dates@ior submit tinge ne Ss oe rome 
General Ageounting Office should oe established and edhered 
tO; 


So Ihe #*poropriations Committce shomleumeivcsspeci 1) consivccrae te, 
: : Ag 
to funding accounting systens improvement work. 


In discussine the Bureau of the Budget, tie sevorc stated, 


Nominal leadership and suggested stimulation are of little value 


Md 
fmeees there 1s a followup with concrete action. ‘Ine budget uureau. .. 
pmeuid have sufficient staff to enable it to keep infomred for develop- 
ments in agencies and take whatever action may be necessary to 
emiiinate tiie perennial foot-dragcing. We are concerned that the 
Pureau presently does not appear to have staff capavility to do 
Sis. / 


The views of the Committee were summarized: 


here 1S no excuse for delay in enforcing the Ludget and Account- 
ing Procedures Act of 1950, as amended. Rising costs of Government 
accentuates the essentiality for prompt modernization of its account- 
ing systems. Until this is done, the control ox day to day operations 
Pemeradacquatc, peceuse these should be determined on the basis of 
Gest yracther tiem on the basis of obligation. !5 


foes did not gonplete tne licarings on Agency propress. In 1968, an 


additional nearing was held. However, its purpose was to provide a showcase 


to display the Labor Department Accounting system that nad been developed 


Eirough the million dollar contract. 


Looking in retrospect at the 1904 - 1968 hearings held by the House 


Committee on Government Operations, the statistics in Appendix I reveal that 


when the first hearing began in 1964, thirty-two percent of the agencies had 





ee ibid. , pp. 3-4. 


Mitbid., p. 6. 
4 : 
SIpid., p. 12. 
C . « s . . . ° * 
{The verbatim record of the NEArINGeIS GEONGaincd Ul Was. scomuness 
House, Committee on Government Operations. A Review of Labor Department 


Mmecotmecine systens, fiearines before a subcommittee of the Committeé on 
Government Jperations, liouse of Representatives, 90th Conp., 2d sess., 1968. 
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approved accounting systems in operation. This percentace was increased 
erichtly for each™efl the hearines Upstoml 50. vieiwro Goby twoujcrcent sc tan 


5 es , 
Che venta Viewing <hisefledro ay i tesice 


Y 


Systems were reported as being approve 
only a modest improvement is indicated. 

@his index Gust ve qualified by to Countermagd inmeasSunc@mie sidccouse 
The index does not indicate the totality of manazenent effort since the 
approval was the last step in recognizing effort, and might then be denied as 
mic reSult of a single part of system not meeting the prescribed nrinciples. 
On the other hand, the statistics do not weigh the size and complexity of the 
Bowers SUDject to approval., The Department of Dofense which accounts for a 
Poee percentage of total federal outlays (approximately forty percent in 


fie/2), had only one approved system by December 31, 1968. Appendix I covers 


Beiote tne Civil Vepartments. Then, if the “Independent Agencies" are excluded 
from Appendix I and the record of the remaining major Departments is con- 


sidered by itself, the approval percentage is decreased to a meager twenty- 


four percent in 1964 and 28.4% in 1968, 
Sunmary 


The series of Hearings between 1964 and 1968 showed that the accomplish- 


ments and progress anticipated by Congress, the General Accounting Office, the 


Bureau of the Budget, the Treasury and others in 1950 and 1956 had not been 


realized. The Joint Financial Management Improvement Program had not proved 


effective as a leadership device for accounting improvement. The Bureau of tne 


Budget and Treasury had taken a back seat to tne Comptroller-General. Yet the 





mnie 1968 statistics are derived from the Conptroller-Gencral's first 
report to Congress on improvements being made in aszency accounting systems, see 
Meomeconeress, Ilouse, Prosress, and Problems Relating to Improvement of Feceral 
agency Accounting Systems as of itecember 31, 1958, E - 115598, Report of the 
onptro | ates, ong., ist sess., 1969) pow caus: 
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Comptroller-General had mo authority to force asencies to conmly or Glance. 
vinciples end Stancarcesiic prescEmed: 

The Bureau of the Budget, although Daving desienated a Financially apa 
ment Office with a@e@eeumeing system responsibilities, had not Statice: adccuse 
fe do much more than “encourage’™ asencies and “'collect reports" on prosress. 
ieemconptrolicr-General recognized thesproblensind attempted to fill the 
Me@eancy by increasing iis Accounting Policy Office four fold and assiecnine 
eieewotfice responsibility to assist agencies in developing tieir systems. 

Although the hoover Commission had recomaended a procram to hire and 
retain adequate professional accountants, the hearings showed that efforts in 
Piesearca and in financial trainin were minimal and! late. 

Generali ti eseanecie Genecraleiccounting Ofrice principlesmresnulivedein 
raising question of interpretation and led to bargainine and drawn out attenpts 
to reconcile differences between the agencies and the General Accounting Office. 

The Appropriations Committee's insistence on using obligation authority 
as the focus point in the appropriations process was also viewed as having a 
deterring effect on accounting and budgeting development. 

Lack of agency interest and initiative was visible as a major cause of 
the poor performance. In many cases, this problem was considerably compli- 
cated by the largeness, physical separation, and complex operations of some 
Departments. 

Above all, the hearings established that the cost of improved accounting 
Systems was going to be high in terms of increased staffs, trainins of existing 
personne], contractual costs in developing systems, and estavlisnment of sup- 
Porcine initOrmation systems. As compared, the benefits, altaough real, were 


intangible and difficult to measure in cost savings, 
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GORRINGT LolPinSlS AANDYPROELENS. Ls 


DEVELOPING ACCRUA SYST s 
The President's Commission on pudeet Concerts 
a I NR AA AES SOY TC SLE TLE AT AC TE A (ll 


The series of Hearings held by the House Committee on Government 
Operations on progress being made in developing accounting systems had the 
effect of spurring agency improvement cfforts; however, another event occurring 
during the same period has been of equal significance in its impact on the 
move to accrual accounting in the Government. 

In March 1967, a high level Commission headed by David Il. Kennedy was 
appointed by the President to review the Federal budget process. Lyndon B. 
Jonnson in his chartering letter called particular attention to the confusion 
caused by the three existing budgets at that time, and asked that the con- 
mission examine the "set of concepts which underlie the major budgetary totals 
and their summary presentation."’ He also suggested a review of "the timing 
of disbursements and receipts (for example, cash or accrual), 

The three budgets in use were each stated on a different accounting 
basis and differed in the expense and revenue items covered. The Administra- 


tive Budget or "President's Budget" highlighted new appropriations being 


requested and was stated basically on a checks-issued basis. This budget 





Ireport of the President's Commission on Budget Concepts, David M. 
Kennedy, chuirman (hashington, D.C.: Government Printing Office, 1967), 
pp. 107-108, 
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GF 
excluded the transactions of the Trust Funds. The Consolidated Cash budect 
was used by the Treasury in managing the cash transections of the Govern- 
ment. It was based on checks paid, and while it included tiie Trust Funds, 
other miscellancous items were missing. The National Income Accounts Budecet 
had been devised by the economists to interphase with the public sector of 
the economy. This budget excluded loans and repayments of loans and was 
Stated on a combination of accrued expenditures and checks issued. The net 
effect of the differences was that the size and impact of government opera- 
tions and the estimated deficit or surplus varied considerably, depending 
on which budget figures were being referred to.? 

After extensive review, the President's Commission recommended that 
the three budgets be replaced by a single "unified" budget. The new budget 
would have the advantage of being a single comprehensive document while 
still serving, thru the use of bridges and separate tables, the purposes 
of the old budgets.° 

The Commission had to determine the besx basis for stating expendi- 
tures in the recommended budget. Three primary considerations became the 
focus of attention. 

First, in viewing the alternative methods of stating the budget, the 
Commission became concerned with the fiscal fluctuations and misrepresenta- 
tions that occurred in the cash system. Ina ee presented by Harvey Galper 
at a conference jointly sponsored by the Commission and the Brookings Insti- 
tute, it was pointed out that in the last half of 1966 that the true impact 


of Defense build up for Viet Nam was understated by four billion dollars on 





2ibid., pp. 82-84, . 


“Toad. , so aa2e 
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oa annual rate,“ Such fWictuations resulted from the fact that nertormanice 
@iten »recedes disbursements by aisconsidenapic perivodNois ce 

An inter-agency study group from tne General Accounting Office, 
Mecasury Departnent, Burecam of tiie Dudget, and tive federal Keserve toard 
conducted a brief survey among several apencies to determine tie significance 
between disbursements and accrued expenditures. The survey measured the 
average number of days lag between receipt of goods and services and payment. 
No consideration was given to unbilled contractor performance which would 
Meaely extend the dclay discovered or “holdiucks" (1.¢., payments earned but 
Withheld until a contract was satisfactorily completed) which would decrease 


the disbursement figure as compared to expenditures for the same period. A 


sumiary of the findings in some of tne more prominent agencies follows: 


TAU 2 


DELAYS BETWEEN RECEIPT OF GOODS AND DISBURSEMENTS 


Agency Delay Between Receipts and 
Disbursement Gionths) 

Defense le 

NASA ro 

Federal Highway 

Administration 2.4 

Treasury Departnent dies 


Tne study group reported to the Commission that the limited survey showed in 


most cases that expenditures provided a more prompt and precise measure of 


Federal spending than disbursement data.° 





Tibid., p. 506, 





"Ibid., pp. 236-41, 
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The Commission, after considering this and other information, concluded: 
The shift toward accrual accounting . .. should make the budget 
totals a bettér index ef the tmpact of vedera  eianterd) ce ei cs 
on the economy and should provide a better reflection of the financial 


conditicn of the government than any of the present concepts.” 


A second factor considered was the effect of timing on the budget 


deficit or surplus and the means of financing a deficit. Since accrued ex- 


penditures were considered the most accurate representation of actual gsovern- 


ment operations, it was also felt that this basis would provide the most 


meaningful and consistent determination of the deficit or surplus. It was 


warned, though, that since accruals preceded disbursements, use of the ex- 


penditure figure would generally result in an increased deficit or smaller 


surplus figure in periods when government operations were expanding. Al- 


though the reverse effect (smaller deficits) would be true when operations 


were deflated, expanded operations were the normal circumstance in govern- 


ment. The effect on the deficit would initially be heightened because of 


the inability to immediately convert all revenues to an accrual basis, a 


problem that will later be discussed.’ The increase to the deficit was 


illustrated over a three year period. The deficit would have been increased 
by 4.4 billion in 1966, 5.5 billion in 1967 estimated, and 1.2 billion in 
1968 estimated. ° 


The Commission went on to discuss the importance of the deficit in 


terms of financing. It recommended that the budget document should contain a 


separate financing section displayed in a prominent place. The statement 





OReport of the President's Budget Commission, p. 37. 


tid. , pp. 45-6. 


Sthid. 
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snould be ceveloped | ronsaceruut data.” 


In this presentation, accounts 
payable pecmae a way of Frnancing debt. This was because payables repre- 
sented bills outstanding for which no cash payment had been made or was 
Gameired in the curremt period. The defiert figure could be reduced by the 
value of payables in determining the debt requiring public financing. 

The Commission, thirdly, considered the relationship of Government 
and business accounting. Businesses had operated under accrual systems for 
years. The incompatapzility resulted in difficulties in analyzing statistics 
complied by the Office of Business Economics for both the public and private 
sectors of the economy. Businesses reflected inventory allocations and revenues 
earned without the government assuming a corresponding liability or inventory 
increase, Placing both sides of the National Income accounts on a similar 
Beotsevould permit a truer picture of the overall economy. The interlock 


would never be perfect because of variances in civilian accounting practices 


Jae 


and the existance of "mail floats" (i.ec., documents in transit recorded by 
only one party). 9 

In discussing the reasons for their recommendations, the commission 
called attention to the financial improvement efforts being made in govern- 
ment, particularly in the installation of accrual accounting systems. The 
assertion was made that the "accrual concept for budget purposes will foster 


the concept of cost control in all agencies.1!1 





@ibide. p. 56. 
1l0ctart Pagers K@vrcwed by the Presidene's Budger Commission, op, 202. 


Iieeport of the President's Budget Commission, p. 41. 





a. 


Problems In Converting the Budgect to an Accrued Expenditure Basis 


The Report of the President's Commission presupposed several problems 
in adapting the recommendation for an accrued expenditure budget. Conse- 
quently, 1t was suggested that stating the budget on an accrual basis should 
be deferred until submission of the Fiscal Year 1971 Budget in January 1970.1 

A major problem recognized was conversion of all agency accounting 
systems to the accrual basis. A report submitted by the inter-agency study 
group led the Commission to believe that the changeover, with the possible 
exception of the Defense Department, could be completed in time for the 
Fiscal Year 1971 Budnet.o= 

A second problem was seen in delays in reporting accrual data to the 
Treasury, Retention of the disbursement reports used for cash management 
would be necessars’, Initially, it was forseen that accrual reports would take 
a longer time in compiling, but by 1970 it was believed that accrual reports 
would be available on the same time frame as the cash reports, /4 

The greatest problem; however, was considered to be the development 
of an adequate means of accruing revenue. No previous experience had been 
gained in measuring and recording the accumulated tax liabilities of the 
private sector. Devising a suitable means for accruing Income and Corporation 
taxes appeared particularly difficult. Estimating individual tax liability 


at other than the end of the year, seemed the more complex problem; however, 


economists generally agreed that the individual tax was not as variable or 





12 ibid. 


L3ibid. 


‘ibid. , p. 41-2. 
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as important to predicting economic behavior as the corporation tax, !9 


Measuring Constructive Delivery 


The Commission's identification of the key issues has proven quite 
aceurate; however, neither the scope or true priority of the probiems were 
forscen, 

The President approved the Commission's recommendations in December 
1967. Between April and June 1968, the Office of Management and Budget, the 
General Accounting Office, and the Treasury published instructions to collect 
data on a trial basis and to prepare for the changeover in 1970, 16 

An Inter-Agency Study Group (OMB, GAO, Treasury) was established to 
determine materiality of the amount involved in unbilled contractor per- 
formance. The group, after visiting ninety-two Defense plants, concluded 
that the amount was significant, but recognized problems in documenting work 
performed through multiple tiers of contractors and sub-contractors. An 
example of the layering problem is shown by the statistics on subcontractors 


derived by the study group from twenty-one plants.?/ 





ibid., p. 43-5. 


l6pureau of the Budget, Bulletin "No. 68-10,'' Washington, D.C., April 
26, 1968, provided implementing instructions to the agencies, Treasury Depart- 
fentee iransmittal Letter’ No. 18,“ Washington, D.C., June 20, 1968, contained 


instructions on reporting requirements to the Treasury, and Comptroller- 
General of the United States, Letter to Heads of Departments and Agencies 


"Accounting for Accrued Expenditures and Revenues," Washington, D.C., May 4, 
1968, modified accounting principles to recognize monthly reporting require- 
tenes, the constructive “delivery concept, etc.. 


17 Inter-agency Study Group, Report of the Interagency Study Group on 
Contractor Reporting for Purposes of Federal Accounting and Reporting of 


Accrued Expenditures (Washington, D.C., 190%), pp. SASS" 
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EABLE SS 


LAYERING OF SUBCONTRACTORS 





Number of Plants Number of Subcontractors 
4 1-4 
3 5-100 
0 101-500 
4 501-1000 
] 1001-2000 
l 2001-3000 
Z 5001-4000 
Zz 4001-5000 
1 5001-10,000 
j Over 10,000 
Totad 21 


It was recommended that to begin with, only work documented by invoices 
or requests for progress payments be included in accruals, and that an attempt 
be made to develop statistical techniques in estimating unbilled performance. 
As a result, the Office of Management and Budget published a supplement to 
Bulletin 68-10 in which statistical methods previously allowed for smaller 
contracts were extended to all contracts. Use of the statistical methods re- 
quired adequate verfication of accuracy, at least annually .+8 


The Defense Department undertook their own study of constructive delivery 


Since they were the most involved in the problem. An attempt to directly 





1Spureau of the Budget, "Bulletin No. 68-10, Supplement No. 1," 
fosmineton, 0.C., July 1, 1969, pp. 3-5. 
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document unbilled contractor performance on a test basis was terminated as 
the result of a letter ™sz0m the "National Security Industrial Assocwie ene) 
to the Director of the Burcau of the budget. This letter complained that the 
constructive delivery concept went beyond business concepts of accrual account- 
ing, and that such data was not a normal consideration for businesses or 
necessary for internal control. The letter then cited the deropatory effects 
on one Division of a major contractor in the areospace industry. Ten thousand 
purchase orders were received by this Division each year and approximately six 
to seven thousand were outstanding at any one time. This meant that six to 
seven thousand reports would be required monthly. In turn, 70,000 orders per 
year were placed On subcontractors. The majority of the subcontractors would 
not or could not make the necessary monthly reports. A major problem also 
existed in allocating work in process among government agencies. Additionally, 
the Division operated on a four week accounting period in lieu of the monthly 
cycles on which government reports were desired. The costs of supplying the 
desired data, even if available, would be exorbitant, 19 

The criticism leveled in the National Security Industrial Association's 
letter led the Defense study group to search for a method of statistically 
estimating constructive delivery. After completing a "birth to death" analysis 
of fifty-one procurement contracts, a determination was reached that the 
statistical model did not "estimate 'unbilled performance’ with a sufficiently 
high degree of reliability for inclusion in the Defense Department accounting 


and budgeting system, "29 





Wetter from National Security Industrial Association to the Director 
of the Bureau of the Budget, Washington, D.C., December 26, 1968. 


20pop special Study Group, Report of the Group, Defense Contractor 
Constructive Delivery (Accrual Accounting Implementation) (..ashington, U.C., 
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The Department concurred with these findings and turned the project 
over to the Office of Business Lconomics (OBE) for their use and development 


in forecasting the economic impact of Defense activities. 
Accounting for Federal Grants 


A problem similar to constructive delivery was experienced in record- 
ing accruals on grants awarded to states and colleges. The majority of 
grantces did not keep their accounts on an accrual busis and therefore could 
not report the desired data. Carl Tiller, Special Advisor on Budgetary De- 
velopment in the Bureau of the Budget, has claimed that resistance from 
grantees has been supportea by program personnel in Federal Government who 
did not want to impose sanctions, and by financial personnel who believed 
that processing paperwork under the new system could add as much as 40,000 


documents per month to internal workload. 7! 


" Tax Revenues 


Accruing tax revenues has never seriously gotten off the ground. 
Another inter-agency study group was formed to develop statistical methods 
of determining corporation tax accruals, but then disbanded before testing 
began. The Treasury was left to work with the Office of Business Economics. 
As of the end of 1970, no satisfactory method had been decided on. ‘The 
Treasury also undertook soliciting the views of nineteen experts on the ad- 
vantages to accruing individual income tax. Nine reported favoring accrual, 


but few offered ideas on how it might be donc. A study has been comptemplated, 





carl W. Tiller, “Accrual Accounting and Budgeting for the Government," 
uveereceral Accountant, XIX (March, 1970), p. 81. 
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but has not been performed or undertaken. ~~ 


The Treasury Reports 


Timeliness wand reliability of accrual” data reported to the treasury 
has also represented a larper problem than anticipated by the Budget Com- 
mission. Based On Treasury estimates in 1967, the Commission was led to 
belicve that accrual reports would be published during the test period six 
wecks after the end of a reporting monti. This compares to the three weeks 
required for publishing cash reports. The Treasury's six week estimate was 
based on receiving agency reports on the first working day after the 24th of 
the month. Expericnce gained in the first test year (July 1968 - June 1969) 
showed considerable improvement throughout the year; however, by June 1969, 
only twenty-eight percent of the reports were being received in the required 


twenty-five day tine frane.*> 


TABLE 4 


DELAY IN REPORTING ACCRUAL DATA: JUNE 1969 


Number of Agencics 


Days After End of Month And Bureaus Reporting 
0-25 | 48 
| 26-35 49 
36-45 38 
46-55 1] 
26-80 12 
Not Received 14 
72 





22Ibid., p. 87. 


*3ibid., pp. 88-9. 
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It must be remembered in viewing the statistics in Table 4 that in order to 
convert to the accrual basis in publishing monthly reports, even the twenty- 


five day limit must be drastically reduced. Scrious questions have also 


. } ¥ . 2 24 
been raised as to the accuracy of the data being received. ~ 


Current Status of Accounting Systems 


CRE 2S ae Se ee oe a ee 


1969 Conptroller-General's Report 


A more basic problem in developing the capability for the 1971 Budget 
was reflected in the 1969 report published by the Comptroller-General on 
progress being made to improve accounting systems. As mentioned in Chapter III, 
the General KE Office score card as of December 31, 1968, showed only 
62 of 148 Civil Department accounting systems approved. (See Appendix I) The 
report pointed to progress though in that ten systems, an all time high, re- 
ceived formal acceptance in 1968, Also, thirty-two agencies had attained 
approval of principles upon which systems were to be developed and operated. “” 
This was the step added to the General Accounting Office approval procedures 
me oG 7 

The General Accounting Office indicated deficiencies still existed in 
the areas of the application of the accrual concept in practice, implementing 
and operating property accounting systems, coordinating the efforts of Account- 
ing and Planning, Programming and Budgeting staffs, developing good cost 


accounting systems, and hiring of qualificd accountants.-° 





24 Boe ; : 
L.D. Mosso, Deputy Commissioner, Bureau of Accounts, Treasury Depart- 


ment, private interview held at the Treasury Department Annex, Washington, D.C., 
December, 1970. 


22u,S. Congress, House, Progress and Problems Relating to Improvement of 
Federal Agency Accounting Systens as of becember 31, 1908, B 119593, Keport of 


the Coptrolfer-General of the United States, JIst Cong., Ist sess., 1969, p. 6. 
gone, Gee oe Tell 





New Approval Procedures 


in a letter appended to theynenone dated October, 1959 >. Compmiolier- 


General Staats announced that General Accounting Office nad eliminated formal 


approval of systems in operation. According to him the change was 


. « . intended to provide a more effective method of operation and to 
Besuit in our making more evaluations of the operation of agency 


accounting systems and proposing constructive recommendations for 
strengthening or otherwise improving those systens. 
Another reason for this change is that accounting systems for 


Federal agency operations are seldom static since they must keen 


abreast of changes in information system concepts, technology, and 
changes in Federal program operations. To attempt to keep the 


"approved" status of all systems on a current basis can be an 
impossible objective. [Underline mine] 


Staats continued on to say that the General Accounting Office felt they 
could accomplish as much or more by cooperating with the agencies and by making 
reviews of systems in operations and preparing written reports. 

In order te fully evaluate the effect of this change in approval proce- 
dures, it is necessary to reflect on the change in the General Accounting 
Office emphasis between 1965 and 1968 and to examine the evolution of account- 
ing principles from their first publication in 1952. In 1965, the original 
principles were republished in an attempt 


1. To consolidate into one comprehensive statement pronouncements 
that over the years have been made in different documents. 

2. To clarify the statement of our principles Bene needed, based 
Gnwexperience. 

3. To make our stated principles and standards more specific where 
believed needed, based on experience. 

4. To incorporate statements of principle on matters not previously 


covered. 
9. To revamp the organization of the statement to produce a more 


cohesive document. 





2’Ibid., pp. VI and VII. 


28urransmittal Sheet No. 2-18," The Comptroller-General of the United 


States, Accounting Principles and Standards for Federal Agencies, Washington, 
BEC .., eCV1isSi0ns JOD. 
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Review of the new procecures reflect that the wordin, was indeed made 
more concise and fim, “cach &xecutmucsarcine ls eens SYStem must conten 
me all material respects »ptoethe nrineip les standards ean loge ceneqt) neneie 
for saccounting prescribed by the Comptroller-General." Although deviations were 
Bamitted, the agency was squarely charged with thesresnonsibility to justicy 
any deviation. °” 

The more concise and forceful wording of principles was followed by the 
addition of the third step requirement to submit agency principles for approvals. 

The series of changes in principles and approval procecures indicate the 
General Accounting Office's recognition that tie principles had to be made more 
Specific, and provide the basis for initial asreenent from which agencies could 
develop and implement their systems. Dy the same token, the General Accounting 
eetwece tad finally realized the futility of attempting to inspect and attach 


a seal of approval to systems in operations. 


1970 Comptroller-General Report 


mitesl9/0 report of the Comptroller-General was the first issued under 
the new two step approval procedure. The approval statistics counted pre- 
viously approved systems as approvals of principles and systems design. On 
this basis, in the Civil Departments, 65 of 155 system designs and 95 of 122 
principles were approved. The Department of Defense reflected twenty-three 
segments of principles and six systems designs approved. ~~ This data is diffi- 


Seleeto interpret Simce its basis is not compatible with past statistics; 





2Itpid., pp. 2-14. 


50th Coaptroller-General of the United States, Status, Progress and 
Problems in Feccral Avency Accounting, 1$69 Annual Report, Washington, D.C., 
mofo, 1. 26 
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however, some inroads were apparently made, since during 1969 alone, twenty- 


one Statements of principles and eight systems designs were approved in civil 


. ? ° . 2 
departments, and eight statements and three designs in the Defense. : 
The analysis of agency developments was compiled entirely from agency 


reports and tne answers to questionnaires formulated by the General Accounting 


Office. Indicative of the improvement still required, less than half of the 


agencies were found to be using cost data in day to day operations, even 


though the majority were preparing monthly statements of operating costs. 
eee ty control was still found inadequate. >* 

The problem of hiring and retaining qualified accountants reported in the 
1969 Report had partially alleviated itself, but still existed. Training 
efforts were on the upswing. The Financial Management and Planning, Programning 
and Budgeting Training Center initiated by the Civil Service Commission in 1967 
had trained some 2,167 personnei in eight-five sessions of nineteen training 
programs. Regional Commission offices had trained an additional 2,200 people.>» 

Responses to a GAO inquiry of whether accrual accounting had been 
implemented in accordance with established policy indicated, that ninety-five 
Departments had installed such systems and thirty-six had not fully implemented 
them or felt that accrual accounting was not applicable. Included among those 
who pei fully implemented systems were the Department of Agriculture (six 


systems), the Department of Commerce (two systems), HEW (eight systems), De- 


partment of Housing and Urban Development (seven systems), the Department of 


the Interior (five systems), the Department of Justice (two systems), the 





aelbid., pa s- 
32tbid., DDPeo-7- 


Stbid., pp. 12-13. 
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Department of State (Game systems), the Department of Transportad2on (one 
system), and Independent Agencies (five systems).>" The fact that some of 
the major civilian agencies and the Department of Toes had not fully 
implemented accrual accounting reflects how much remained to be done before 
the goals established by the 1950 Budget and Accounting Act, as amended, and 
the President's Commission on Budget Concepts were met. 
An interesting sidelight in the report is the revelation that the 

Labor Department's target dates for submitting systems had slipped as the 
result of 

- «. » the need to accustom fiscal personnel to new systems techniques, 

and the inability of consultants obtained to assist in the accounting 


Systems development cffort to retain persgpnel initially assigned on 
the job until compliction of the contract.°” 


This is the Department that had been invited by Congress in 1968 to display 


the system being developed with the assistance of million dollar contracts. 


Other Problems 


Costs of Improvement 


The hearings conducted by the House Committee on Government Operations 
had revealed explicit costs in developing systems as the result of increased 
personnel requirements, and the need to hire consultants to assist in the 
initial design, implementation and training phases. The later costs varied 
from as small as $5,000 in Interior up to the million plus Labor Department 
Contract. In addition to these two agencies contracts had been used by HEW 
and the Department of Agriculture. The use of consultants continued to be 


common throughout ease AS an example, the Navy let a 1969 contract with 
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anid pp. 26-27, 
SSibid., pp. 81-2. 
+propress and Problems in Federal Accounting, 1969 Report, p. 13. 
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jaskins and Sells to study their accounting organization and procedures. The 
initial cost was $400,000.°/ 

Larry Jobe, Administrative Secretary in the Commerce Department, furthe: 
illustrated the costliness of the efforts at improved financial management when 
he pointed out that between 1964 and 1969, the number of financial management 
people in Government increased from 121,000 to a 162,990. This was an increase 
of 34% as compared with an overall increase in Government employment of 18% 
for the same period. He also called attention to increased computer expenses, 
(capital and operating) from $463 million in 1960 to 2.2 billion in 1970. 

Jobe implied that computer use for financial management nad increased at least 


proportionate to the increase in overal] costs.>° 


Obligation Emphasis of the House Appropriations Committee 


The House Appropriations Committee has continued to be unwilling to 
Beecoemene accrucd expenditure concept. tir, Andrews, in reporting the 1970 
legislative Branch Appropriation B11ll out of committee, leveled an assault 
on the accrual concept which included the following points: 

1. The 1956 Budget and Accounting Act ordained accrual accounting, 

not accrual budgeting. 

2. There has been less than enthusiastic support for accrual account- 

ing among agencies. 


3. The General Accounting Office has diverted two hundred man years 





37 Rear Admiral V.A. Lascara, Assistant Comptroller, Financial Management 
Service, Department of Navy, Lecture given at the George iiashineton University, 
hovember 9, 1970 


38) arry A. Jobe, "Financial Management in the Federal Government ‘Are 
We Doing Less With More?'' Manuscript of address delivered at the 19th Annual 


Symposium of The Federal Governnent's Accountants Association, June 19, 1970, 
Miami Beach, Florida. 
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from pressing audit needs to assist agencies in accounting systems 
development. 

4. In many apencies expenditures and cash outlays are almost 
synonymous. 

>. Accrual wequirements are superimposed on cash oblisation records. 


6, Many managers will continue to operate on an obligation basis. 

7. Obligations are the steps that set the wheels of production in 
motion. 

8. Congress went out of its way to keep from requiring use of 
accrual budgets in 1956. 

Oy it 1s difficult to conclude that accrued expenditure data 
would be as reliable as cash data. 

10. More time and effort will be required in obtaining expenditure 
data. 


11. "Expenditures" is not an easily understood concept. 


12. Auditing would become more difficult under the accrual system. >» 


The controversy heated up again on the Ilouse floor when Mr. Monagan 
and Mr. Holifield, both members of the Committee on Government Operation, 
challenged the validity of Mr. Andrews' remarks and the jurisdiction of the 
Appropriations Committee in surveying the form of agency accounting systems. 
Mr. slahon, chairman of the Appropriations Committee, used the opportunity to 


get excerpts of the committee report in the Congressional Record. 9 





Be U.S. Compress, House, Lepislative Branch Appropriation Bill, 19/0, 
eee l-45/, Jist Cong., Ist sess., 1969, pp. 25-55. 


‘Sn Congress, Ilouse, Representative Monagon, Holifield, and Mahon 
speaking on the Legislative Branch Appropriations Bill, 1970, H.R. 91-487, 
pist.Cong., Ist sess., September 19, 1969, Congressional Record, ff 8218-8220, 
222. 





Blue Ribvon Defense Panel 


Other blows have recently been struck. The Blue Ribbon [efense Panel 
included a recommendation in their Report that: 


Accrual Accounting systems in the fepartment of Defense should 
Be confined to those service activitics whic? operate uncer stock 


or industrial funds, and waicn are required to estaplisn service 
Charges which reflect total costs, 7! 


The only reason given for the Blue Ribbon Recommendation was that accrual data 


was more costly and provided little benefit to non-profit orsanizations. The 
source of the recommendation has been attributed to Wilfred J. “NeNe1l who was 


- 
Piemimepartment of Defense Comptroller in the late 1950's, 4 


Also of interest, the recommendation drew partial support from lioward 


Wright, current Chairman of the Division of Accounting, Department of Business 


Administration at Maryland University, and past editor of tne Federal Accountant. 


In a letter written to Secretary of Defense Melvin Laird, Wright pointed out 


that he endorsed neither the limitation reconmended by the Panel or the total 


commitment to accrual accounting expressed by the American Institute of 
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Certified Public Accountants in an earlier magazine article. He felt that 


each case had to be considered on an individual basis. Predominantly consuming 


units could operate efficiently using obligations. Other areas (e.g., procure- 


ment, stock funds, etc.) required accrual systems, Wright ended by stating that 





4 : ee : : ae 
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42 John Cogley, Vamector, Office of Accounting Policy, Pevartnent of fe- 
BomiemepriVvate interviewsheld at tic Cepartment of Defense, Washington, b.C., 
December, 1970. : 

43The views of the American Institute of Certified Publi¢ Accountants 
Mpemeontcained in “AICPA Opposes Part of Defense Panel Suggestions,” Journal 
of Accounting, October, 1970, pp. 11-12. aw 





systems should be no more complex than the control and information needs of 
dq 
the Department. 
The recommendation has since been rejected in substance, but not before 


= 


: 4 
the Air Force and Marine Corps hed expressed general agreement.” 


Delay of Accrued Expenditure Pudget 

Al of these ™proslems hive poinecd = to an inability to meer mic @iseaL 
Year 1971 conversion deadline. In March 1969, President Nixon lent his 
personal support to the move toward accrual accounting. 4° One month later, 
the Treasury, Bureau of the Budget, and Council of Economic Advisors announced 
that conversion of the budget was being delayed until Fiscal Year 1072090 
In September 1970 the Office of tianagement and Budget announced another delay 
until Fiscal Year fos. 

Ekisworthtt.orse, Jr., Director, Oftice of Policy and Special studies. 
General Accounting Cffice, has made one of the more curious statements con- 
cerning the delay. In an address to the 10th Annual Eastern Regional Confer- 
ence of the Planning Executives Institute, Morse described the action of the 


President's Commission on Budget Concepts in recommending an accrued expendi- 


ture budget as taking 





44; etter from Howard W. Wright to the Secretary of Defense, College 
Park, Maryland, October 12, 1970. 


4Spripadier General H. L. Beckington, memorandum to Chicf of Staff 
United States Marine Corps, Washington, D.C., October 8, 1970. 


4p i chard Nixon, Memorandum to The Director of the Bureau of the Budget, 
Mivemoecretary of the Treasury, The Chairman of the Council of Economic Advisors, 
Washington, D.C., February 22, 19069. 


47 Letter from the Secretary of the Treasury, Director of the Bureau of 
the Budget, Chairman of the Council of Economic Advisors, and Comptroller-Gen- 


eralmet the United States to Heads of Pepa renee and heenence Washington, 
D.C., March 10, 1970, 


48) otter from the Director of the Office of Management and Budget to 
Departments and Agencies, Washington, D.C., September 15, 1970. 





SO 


ot od oe +f ~ v ~ = 5 as fe x } ad mm ¢> \,? may re fe PA At 
« « « &@ SOMGNITAL TOSVovwenwlor tue casacit, Ol ocr ie ocr ce cco 
3 


ing systems to producesrel] i aulesdatacOne 2 1C eaccr aes eee 
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issue 1S simple one of"whetier, under the present Stame_pof tie art 

of accounting data handling methods, and capabilities, it will 

ever DE possivle foreaizercceral Mmcictes wees eOnnCe One vclicg 
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The statement shows a more sxeptical outlook than was expressed when 
a report bearing :forse'’s name was submitted to the President's Commission in 
1967, <At that time the observation was made “Under present circumstances 
1t may be two years or more before all major agencies will be in a position 
to report the necessary data promptly each month." Xo mention was made as 
fomere possibility of not Deing able to provide the data. In fact, the 


proposed expenditure budget was seen as speeding up accounting procedural 
Cmamees in the agencies.°¥ It was this statement that was drawn on liberally 
by the Commission in concluding that the accounting changeover could be 


accomplished in two vears., 


Sunmarv 


The President's Commission on Budget Concepts recommended that the 
unified budget be stated on accrued expenditures. The accrued concept was 
considered to provide the most reliable data on the true size and impact of 
SOVemiment expenditures, the interphase between the Public and Private sectors 


of the economy, and the size of the national debt and means of financing it. 


The major prerequisites to carrying out the Commission's recomnendations 





le) es r a ‘ : . : 

+ riisworth eeeorse, "Ihe Khepert or tne President's Commission on 
PUG@eee concepts in@hetrospect," manuscript of address presented at the 10th 
fe, Lastcrn Resional Conference of the Planning Executive Institute, 
Peerereton, D.C., Qetober 96, 1970. 


C = 
OReport of the President's Commission on Budget Concepts, pp. 22-5. 
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were the conversion of all government accounting systems to an accrual basis 


the establishment of a capability to collect timely accrual reports at the 


Treasury, and the accrual of corporate and individual income tax. 
These prerequisites have not been satisfied and resultingly the 
deadline for the accrued expenditure budget has been twice pushed back, 


currently to 1973. There is considerable douot that even this deadline will 


be met. 
The problems remaining to be solved with accounting systems are of 
long standing and some such as the handling of grants and constructive 


delivery are just beginning to be reasonably examined, Attempts to collect 


data in these areas have led to the use of statistical estimates and the 


Burcau of the Budget's directives have recognized the compromise measures 


needed, 


The Gencral Accounting Office has finally recognized the impossibility 


of attempting to inspect and approve systems in operation. The emerging role 


of the General Accounting Office is to promulgate principles that provide a 


firm direction and put the burden on the agency to justify deviations to secure 


agreement as to the agency concepts (i.e., principles) on which their systems 


are to be built, to assist agencies in developing systems, to approve systems 


designs, and to make periodic on site inspections and reports on systems in 


operations. 


The Civil Service Commission has taken steps to expand financial train- 


ing; however, critical problems still remain at Agency level hiring qualified 


personnel, 


The House Appropriations Committee has continued to resist consideration 


of budgets stated on any basis other than new obligation authority requested. 


Finally, the high cost of installing and operating accrual systems has 


88 
been repeatedly demonstrated, The question that remains unanswered is whether 


installation costs are offset by savings once in operation. 





CiiAPTER V 
CONCLUSIONS 


Piftecn years after making uccrual accounting a legislative requirement 


forme. fedcral agencies, and even more years since Some managers, the central 


financial agencies, the Moover Commissions, and other authoritative groups, 


and individuals recognized the need for better accounting, accrual systems and 


procedures have not been uniformly or satisfactorily adopted to all agencies. 


The question that begs answering is, why has progress been so slow? 


This paper has pointed to many possible answers to that question; how- 


ever, there 1s no single or simple solution. ‘the problems that have been in- 


molveasane interrclated in many respects. Certainly it is impossible to 


accurately measure and assign reliable causative indexes. Nonetheless, one 


basic problem has snown itself time and again as a root cause of the unsatis- 


factory results. That problem is the failure to provide a single source of 


leadership and coordination to the drive for accrual systems. The General 


Accounting Office was given and has exercised the responsibility for prescrib- 


ing principles and assisting agencies in developing accounting systems. Execu- 


tive involvement has been reluctant, belated, and insufficient. The fallacy 


in the arranzement that nas existed is four fold. 


First, the General Accounting Office is not a part of the management/ 


executive chain. As such, they are not privy or involved in day to day manage- 


ment problems and decisions. Those problems they do encounter are bound to be 


viewed witn tne perspective of an outsider. 
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Secondly, veing Outside the wanagenment chain, the General Account- 
ene Office is. placed in the position or Not peinceay lester ceemacc icy 
@etaon or to take Corrective actvon Wicre necessary.) eine Genceame, coor. 
facet ce has been able@t® stir Sonc action Ciirotgi itserole Onsen, o: 
miominactivity and deficiencies in systems to Congress; however, this 
@@ercive metiod 1s an ineffective substitute for dealing with tne con- 
Pee robles tnat have arisen over the ycars. Significantly, the General 
Accounting Office has recognized their inability to command action. be- 
Pinning in 1965, their metnod of operation nas changed, first, by pro- 
viding large scale assistance to the agencies, tnen by securing agreement 
on principles on which systems were to be based and finally, by climinating 
the "systens in operation" approval that had become the focus of attention 


Bemecie ilcarings held by the ilouse Committee on Governient Operations. 
iairaay. Die Vimwue Of GAQ*S role as the inSpectlom (1.c-, vaudit) 
Suemoreconpyress, they are not in a position to elicit cooperation and 
openness from the agencies, 
Fourthly, accounting 1S an adjunct of budgeting. That the Budget 


and Accounting Act of 1950 could talk about performance budget based on 


unit costs, without first considering tne capabilities of the prevail- 


ing accounting systems to produce such data reflects ignorance as to the 


proper relation of accounting and budgeting. Budgeting relies on data 


provided by the accounting system to evaluate how well plans are being 


executed and in providing the base from which future budget estimates are 


formulated. The people who snould be most concerned with good account- 


ing are the people responsible for good budgeting, the Office of ianage- 


e 


ment and Budget. 
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The existimgg accounting structure was Critici =e pion e0l Gomeeeone 
missions. The first tloover Commission then recommended the establishment of 
a separate Accountant General in the Treasury. in each case ye the secon tenda- 
tion was seen as a challenge to Congressional power, and rejected primerily on 
that basis. 

At the time of the First Hoover Commission, tne Joint Financial Manage- 
ment Improvement Program was held forth as the institution that would provide 
the necessary leadership. While the program has served to coordinate solution 
of some mutual problems and as a center for publicizing reports of agency 
efforts, it has not served the role claimed for it in 1950, 

The proper accounting structure would have given full responsibility to 
the Bureau of the Budget for prescribing accounting principles, assisting agen- 
cies, and if determined necessary, approving systems. The General Accounting 
Office would have then served as the auditor, reporting accounting shortcomings 
to the Bureau and Congress. While it is conjecture that such an arrangenent 
would have produced better results, there can be no doubt that at least responsi- 
bility for the inadequate performance could be placed. This is not true under 
the present set up even though the Budget and Accounting Act of 1956 made the 
head of each agency responsible for adequate systems. "Each agency" is a rather 
vague, indefinite term when attempting to attach overall responsibility. 

Congress must assume an equitable share of the blame for the accrued 
accounting failure. As already mentioned, the Congress repeatedly guarded 
against what they considered an "attack" on the General Accounting Office and 
rejected all proposals for basic structural changes. 

Within Congress, the House Appropriations Committee has been a major 
deterrent to progress, Their constant emphasis on obligations in the budget 


process has had the natural effect of creating a preoccupation among agencies 


gy 


with that concept, It iS ¢aS* to sa) (iat Doth acca) co) Ge eect aae 
ing have their place, but as long as operating funds are requested and justi- 
fied almost exclusively on an ovligation basis, it is that concept that will 
ave proainewee, and be of tue most concern to tic waiager. 

The evidence also tencs to indict the house onnitvecwon Gocraaer. 
Meewations. Their intcrest.ain better accouting systens was conmendable and 
Sete: some long overdue action on tine part of a@sencies. Uowever, at tincs 
tnicir emphasis secmed more with surface indicators (e.9., approval statistics) 
meeomocress than with the substantive provicms involved. It is felt that this 
Bemese on ficures led to many superficial efforts in submitting incomplete 
Systems to beat tne numbers game, and to comply with Congressional desires. 

The 1967 nearing particularly Ba onecel this 1m the cases of stye Uenaa trent 
G@ieljeerior and Agriculture. 

Alnost unbelicvably, considcring the Committec's prominent role in 
conducting hearings on the 1950 and 195G accounting Icgislation, no one on the 
Committce qucstioned the basic accounting structure as a cause of the failure. 
Between 1964 and 1568, the Committee heard cvidence of inadequate training and 
personnel hiring policies, the lack of leadership provided by the Bureau of 
tne Budget or any Executive organization, the failure of the Joint Financial 
Management Improvement Program, and the generally dismal record of accounting 
improvement, All of these things had been predicted by the First and Second 
Hoover Commissions, unless the accounting structure was changed. The Committee 
acknowledsed that the events had occurred, but never reached or even considercd 
mreetorical conclusion. 

Certainly, the agencies have not been blameless, Tihcir late appearance 
in this analysis is only because the author fcels that if the correct accounting 


structure had been assumed that the foot dragging and lack of intcrest would 


05 
have been minimized. The facts; however, point to monumental disinterest and 
resistance om the part Of sagencies. Wart of 4) seresul mere ron thes eae eth 
Foabligations"” was a more “fani liar and wncerstendaple conece js) (ar eeigow oe 
tiat cost benefits would orrset the installation costs of new s\Stems sagem dace 
trem @ lacn of qualified perscnnel to perzorm We job. 

The slowness of the agencies cannot be entircly attributed to manace- 
ment inattention and ineptness though. [Even today when interest in accrual 
accounting is probably at a peak, the problems being encountered are of sucn a 
complex nature that attaching time limits to their solution has proven useless. 
Repeatedly, time limits have been set, only to be pushed back. Both tiie oper- 
ating departments and the Central Agencies have been guilty of understating the 
scope of the problems and the amount of ecffort required to solve them, The re- 
sult has been frustration and harassing efforts to fix blame. 


=i. . : 
pac Size, Giwersity, 
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nd geosraphical separation of agencies like the 
Pepertacit: Of DefenSe, HEW, State, and Labor defy the identification and ready 
solution of problems. In many cases the problem is not so much with the De- 
Poamenent aS With civilian institutions receiving government benefits, The grant 
problem is typical. As willing as HEW misht be, accruals cannot occur except 
on a statistical basis, unless thousands of universitics, state governments, 
etc., have the capability and are willing to report the necessary data. 

miemesamte 15 true Or accruals of “constructive delivery’ in the bepart= 
itmemor betense, fierce the problem is one of getting reports through tiers of 
contractors and subcontractors. 

The agency also can't be held responsible for the time consuming system 
changes required and the confusion caused bv introduction of the Planning, Pro- 
Puamiine, and Budgeting Systems, the rise to nrominence of the accrued expend1- 


ture comcept recommended by the President's Commission on Budget Concept, or 
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the creation of a third step in the General Accountine Cifice approval proce= 
aes 

The General Accounting Office nas contributed to the slowness of agencies 
mOtaking positive action. Early accotntine princigses and procedures were 
maoue to the point that agencies could readily eet tae idea that theme was no 
push and that most of the accrual accounting procedures were optional, Tne 
generalities involved also contributed to misunderstandings between the General 
Accounting Office and the agencies which resulted in wasted effort and an 
atmosphere where points were argued, 

The largest area of the General Accounting Office fault however, lay 
with the systems gpproval precedure that bottled up systems in a cumbersome re- 
view process requiring fron one to three years, only for the asency to lizve to 
Start afresh, if the system was not approved. The final and most impracticable 
Step of reviewing systems in operation was eliminated by the 1968 changes to the 
General Accounting Office procedures, but not before doing its share to bog 
down accounting development. 

As to the question of whether or not accrual accounting has a place in 
government operations, the answer is definitely yes. In spite of the absence 
in most government agencies of a profit motive or the requirement to match 
costs against revenue, there is still a need for good planning and the reliable 
measurement of how well plans are being performed. Only accrual accounting pro- 
vides such a consistent measure for an agency involved in activities in which | 
the Aancurrence of obligations, expenditures, disbursements, and costs is 
materially separated in time. In other activities there may well be no need 
for accrual data or only for modified data, As an example, an activity usins 
primarily personnel services and consumable supplies that are issued and used 


Simultaneously, benefits little from accrual accounting. Even in an activity 





where costs are incurred in periods Significantly beyond tle creation of tic 
ebligation or in advance of the disbursement) use of tie 211) aceumalnconeccur 
mes not be desirable or practicable. ihe expense of contrdctorseresortia 

unbilled SouRearibnGe apmerre excesSive to any possible benefits tobe came. 

In determining the extent to which accrual accounting 1s to ve applied, 
Seperties involved might do tell to refresh their basic accounting by read- 
ing Robert X. Anthony who states, “accounting 1S a system for recording and 
sunumarizing measurements of business facts, and as is the case with any measure- 


ment, an accounting figure is an approximation rather than a precisely accurate 


statement." 

The need for how precise the figure must then be should depend on the 
purpose to which the accounting figure is to serve and the cost and time in- 
Women Jn collecting it. 


£ each case considered on its own merit, and compromises are 


pp do 
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Only 


developed where needed, will the accrual dilemma ever be solved. 


TL ea SS gS a rsp hp PP rl ln es Ph vs lpi th peti apepthnpsptpes 


lRobert N. Anthony, Management Accounting, Text and Cases (llomewood, 


memois: “Richard Do irwim, Inc., 19/70), p. 8. 





Cb pT JO 29 60E st go 09 Ly Ds ass cf 8ZT «FO Th Spuoujzinda( 
TTAT) [230], 











S¢ 8 J9 ¢ ce 6G JO Z@ Ge 6 59 2 es 9 J9 ¢ L910 
cL Sp JO €¢ 19 Gb JO Of ~~ GS TS FO OF Sp «Gb «FO 72 quspudcopuy 
ee 9 jO Z OP OI JO p (¥oT{PirodsuRLL 
7 yuoudo [ 9AdQ 

: L jo Q = eee = eek ueqgan, puke SUTSNOT] 
: Les OS c JO T OS ¢ 39 | = 1 7° 0 9ITFFO 350d 
CG 8 JO § Ue 8I J9° LP ig 6T JO pb AG cI JO ¢ AINSvOII, 
2 SS 9 539 @ ee y JOE oe DOr Zl 9 JO T 9384S 
= G 59 0 i g¢ J9 0 7 ¢ 5° 0 T #9 0 LOE] 
Li 9 JO [ aC bp JO T = bp 59 0 = bp JO 0 ooT3SNL 
oa Gi eso ce £1) 7°83) LE 6T JO ZL Ty ZT JO L LOTIO UT 
2 6 JO 0 = ct 59° 0 2 ct J9 0 = ct J9 0 MAH 
EY LOS ORe 8, 8 JO G 9S 6 JO S che 6 JO ¢ DIT OUWO‘) 
9¢ VI $0 S c¢ st 59 S$ LZ SI JO Ee Il JO ¢€ OLN} [NITIBY 









0, poaorady , poaoaddy 2 poaosddy sulozsAs o poaoarddy Uday 
SUDZSAS suo ysis (pds TAY) Sua zsds Lu 
8OGT roquissaq LOGI ounr 99GT oune pOGT Aey quoUQaedsg 


ce 





1 Suiaasks SutqZuNOdD.Y yUoUQIeddsq TTAT) paaorddy jo paz0say 


I xtpuoddy 





D7 


Appendix 1 


(Footnotes) 


] é : aoe ; 

bata is excerpted from the 1964 and 1266 liearings of the flouse Conm- 
me@tce on Governnent Operations on “Submission of Agency Acccuntins Sistoms 
merry roval’, the 1967 Hearing on “Rate of Progress being tlade bs Govern- 
MeeteAcencics in Meetine the Requimemcntspotetiie bucect and Accounting Pro- 
feees xCt of 1950" and the 1969 feport of the Conptrolicr Gcneral to Con- 
Gress On “Progress and Problems Kelating to Improvement of Federal “ccount- 


Moestens as of December 5], 1968." 
a 2 e 
Su CAN MieOmexarStence Ovciiber 9. 19057 
°Tnis Department was created in November, 1966, 


The printed statistics on total systems subject to approval reflect 
the 147 figure. The individual statistics however add up to only 145. 
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Pere conoress. «Senate, “Committeecoon the Lxpencituros i; tic fsecutive (cvart— 

ments. VOulmerove sudgern: sand \ccouicing, and wklii tines ein eine ne 
inn Methods in tye Federal Governne:t. Lenrines before the Committee 
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Meee ONpress.. Schate. Comnittec on Gevernmment Operations. Ludeetina anc 


Accounting. “Hearines before 2 subcommittec of the Coumittce on 
Government Unerations, Ssenatc, S4ti Cone,, 2a sess. , 19568 





Ome Consress., fiouSe, Improvins Governmental Guceetine and Accomitine tethods 
Ge LOCCUUTES amelie ee, <7 55, oft CON, weod S@S5., 150 





Meerecongress, House. Committee on Appropriations, Administration Plan te 
Sis (ae = ne aa cog | Tht ee 
Improve Congressional Control of the Budect. <-<learinges S@Were a sub- 
CO auttcCewo: tire Committice on rpprojriations, ilouse ef fesresenra. 
PIVeswmosFNeeone.,, 1St sess., 1957. 





Uso. Congress. House. Committee on Appropriations. Administration Plan to 
biomes sooneressional Control ofetnc Dugger. li. Rept..216, 85th Cong., 
Pot See jel 7. 





U.S. Congress. Senate. Committce on Government Operations. Financial Manage- 
Menteinetne Federal Covermnent. S$. Doc. 11, S7th Cone., lst sess., 
Lois 





Smoeeconeress, Joint Economic Committee. The Federal Bude@ct as an Reonomic 
DOCULG ERM OMme DE, S20msSotu Cont., 1st sess., 1905, 


U.S. Congress. Iouse. Committee on Governnent Operations. Submission of 
AUCUS recOumemns oS tens fOr Ga) Approval, MWemrines D©LOre A sul 
COimeree Ot UiemUOimi tree on GOVCriiieit Jncritions, 1.0use of t¢pre- 
SCHEQCIVveSs, cOUMmCONT. 266 S5C5S 5.01 46d 


wee. Congress, Joint Committee on the Orgaiizeeten of tiv@™Concress. Organiza 
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